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T A TIME when international relations in general, 
and their economic aspects in particular, are in- 
^ creasingly recognized as of growing complexity and 
significance, it is important to undertake their study, not 
simply on the one hand as a series of isolated political, dip- 
lomatic, and historical incidents nor on the other hand solely 
as matters of internati(?nal trade, shipping, and finance, but 
rather by analysis of the fundamental politico-economic 
structure which so largely creates their commercial processes 
and so frequently determines, directly or ii^directly, their 
public policies 

This general object of the present volume, together with 
‘ its particular purposes, viewpoint, scope, and methods, may 
be more fully explained in the following paragraphs. 

THE PLAN 

The work deals with basic factors and with a primary na- 
tional and international order, together with the principles, 
processes, problems, and policies of that order It was origi- 
nally undertaken as a treatment of the entire field of inter- 
national economic relations, especially because, m spite of 
many works on certain aspects of those relations and some 
fragmentary literature on other phases, there appears «to exist 
no such complete treatment coordinating the field As the 
«plan developed it became apparent, not only that this would 
require more than one volume, but that would be defi- 
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nite advantages in presenting a study of the more basic 
phases nf the field as a distinct work. That is, although there 
are various volumes on the theory of mterriational trade (m 
addition, of course, to manuals of export and import pro- 
cedure), and some dealing wuth international shipping and 
finance, there seems to be no present, systematic treatment 
of the general, and particularly the industrial, structure 
underlying such processes 

The plan of this study, therefore, is one of first deal- 
ing somewhat briefly with what are here classified as the_ 
basic and related factors in international economic rela- 
tions,’’ namely the basic geographic and social, and the re- 
lated political, legal, and territorial factors as they bear on 
the economic situation in world affairs This makes up the 
background or setting of world economy ” Part II then 
deals with the structural and industrial basis of international 
relations, touching upon a number of special problems which 
are involved and many of which are of current, outstanding 
importance, but, of even more significance, attempting to 
view- this structure from a perspective and thus to arrive at 
a systematic view of the whole order. Consequently, con- 
sideration is given in some detail and with considerable com- 
prehensiveness to such topics as domestic enterprise and 
foreign activity,” foreign and international enterprise — 
international industrial control,” foreign enterprise in spe- 
cial areas — systems of economic penetration,” resources 
and national position — the interdependence of nations for 
essential -materials,” public foreign and international con- 
trol of raw materials — the question of world monopoly ^of 
essential supplies,” special resource problems” (as^^illus- 
^.ratefi m the case of “petroleum and diplomacy”), and 
“ private foreign and international exploitation of raw ma*- 
terials — the international character of the bases of Indus- 
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iryPP But in addition s*ach considerations are posited upon 
certain systematic concepts of national economies-?’’ ie ,Qi 
the total econoiiiic structure of nations, and of the world 
economy ” or world structure of an organic nature which re- 
sults from the definite relationship of the national economies 
as parts of a whole It»is hoped that thh gathering together 
of current problems may prove useful and fill a need, but it 
is m this coordination, m this delineation of structure of na- 
tional and world economy (upon the basis of analysis of 
fisting conditions rather than by means of some purely de- 
ductive process), that it is hoped there may be some con- 
tributory element of distinct and permanent value 

In addition to the Outline and Table of Contents of this 
book, a continuation the outline, covering the other de- 
partments of international economic relations, is given in the 
Appendix Together these will afford a comprehensive and 
organized view, not only of the plan of this vpliime, but also 
of the other phases of the entire field The latter, that is, 
international trade, shipping, and finance, or Vv^hSt may be 
broadly classified as the international exchange processes, 
will be covered in a succeeding volume, which the author 
is now writing and which will round out the total plan. 
Meanwhile the complete outline may prove useful, for ex- 
ample, to those undertaking to develop an advanced uni- 
versity course on the whole subject. These latter processes, 
though moie familiar and more accessible to study in exist- 
ing works, can be fully understood only m the light of 
the fundamental structure from which they currently flow 
In ^ort, such things as international trade and shipping, 
and the pol^pies relating to them, are highly pmpor^ant, but 
industry is bas^c, and the whole system is properly ex^lain^d 
only in terms of the constitution of the economic and politico- 
economic order 
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SCOPE AND VIEWPOINT 

The Ecmomic and the Political As ^nditated in the title 
this study is one primarily of the economic aspects, or rather 
of the economic basis, of international relations A great 
many if not most of the phenomena and problems of those 
relations involve this element. However, government poli- 
cies are considered, and the political aspect is almost con- 
stantly taken into account One or the other of the two 
elements may be stressed, but attempts at isolation of eith-^^iir 
is largely futile Such attempts, like endeavors to separate 
any two branches of knowledge or of human activity into 
water-tight compartments, or to subordinate one to another, 
involve unprofitable controversies terminology From 
a narrow viewpoint, at times unfortunately adopted both m 
the conduct of foreign affairs and in local public policy, po- 
litical becomes synonymous with legalistic and a political 
problem becomes a matter of interpretation of phrases in laws 
and treaties without regard for the real questions concerned 
If political ’’ be given a connotation of governmental,^’ 

It might be said that international relations are frequently^ 
political in form but economic m content Indeed, interna- 
tional relations are often thought of as relations between 
governments, whereas there is also the large and steadily 
flowing volume of intercourse w^hich proceeds with little or 
no reference to governments, and which involves not only 
tangible economic, but also cultural, religious, and other less 
tangible elements That is, there is really some distinction 
between public international relations, as expressed in^udi 
things as diplomacy and legislation, and privatednternational 
relatiolns in the form, notably, of economic intercourse The 
present study is one of both private (economic^ and public" 
relations, but it -takes the former as a starting point and 
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utilizes it as a basis for considering related phases of the 
latter. The primary and extensive importance of the former 
is worthy of emphasis But the two can seldom l?e disso- - 
ciated, and if the teMn political is used m its broadest sense^ 
it may doubtless be taken to include all the elements in na- 
tional affairs^, whether psychological, cultural, racial, legal, or 
economic. Specifically,*' the present study of international 
relations is economic and is political, it may be termed po- 
litico-economic The study also involves some treatment of 
certain phases of several different, but related, fields It 
“Caches upon geography, sociology, and law, as well as upon 
economics and general politics. Such an extension, at points, 
is necessitated by the complexity of the factors and problems 
involved in international relations, and affords the advantage 
of single treatment from a central viewpoint, and of a re- 
sulting coordination of thought 

The National and the International. Just as the study 
embraces both the economic and the political, similarly it 
involves both the national and the international Although 
nominally falling in the latter field, it takes the former into 
account. JToo often foreign affairs are viewed as isolated 
^phenomena, whereas they are the product of the interplay 
of domestic affairs, and the world order is logically compre- 
hended as a composition of interacting national orders 

If considerable emphasis is given to a certain underlying 
international economic unity, this does not necessarily con- 
stitute internationalism m the extreme sense of that term 
The economic interdependence of nations does not neces- 
sarily suggest a world economy so complete as to be trans- 
latei through world polity into a world state or a condition 
of world peace Commercial competition, struggles'^ for re- 
sources, ^nd other forms of economic rivalry at times pro- 
duce conflict, abroad as at home But the contention some- 
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times heard, that such rivalry is the. cause of all war and the 
creator of all international difficulty, is clearly unfounded, 
and the' occasional charge that there is a kind of world con- 
spracy oh the part of capitalism to thrust nations into debt 
and wars in order to perpetrate international usury or to 
reap profits on such things as the manufacture of munitions 
scarcely warrants consideration Itfs impossible to calculate 
quantitatively the extent to which economic activities either 
stir strife or conduce to concord One principle, however, 
should be borne m mind Throughout all the international 
economic processes there appear ( i ) a mutuality of interests' 
analagous to that which leads to much cooperative economic 
endeavor w’lthin a nation, and ( 2 ) a compensatory character 
of unlike interests which, though often obscured by surface 
friction, is so fundamental as to be in a sense the very raison 
d'eti e of those processes, as illustrated in the fact that inter- 
national tiade results primarily from legional specialization 
in production,'’or territorial divison of labor Indeed one 
might paraphrase Adam Smith’s basic concept that m the 
natural interaction of private self-interest lies the best ad- 
justment of the economic relations of individuals, and apply 
it to nations On the larger scale it is primarily the diversitj^ ' 
of national economies which creates a world economy Con- 
sequently, to use the latter term does not imply an argu- 
ment for any particular scheme for world government 
Cooperation there must be, but it is equally important 
at the same time to preserve the benefits of the natural 
development of national genius and self-interest and '‘of 
distinctive "national destiny, as the true basis of the world 
order. «■ 

It ma.y be observed in this connection that although the 
scfope and viewpoint of this study are world-iS^idej somewhat 
fuller attention and even emphasis is occasionally given to 
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America’s part m the T/hole scheme This involves no at- 
tempt to magnify America’s role in world affairs, bu^ is justi- 
fied by its important and m some senses pivotal pl?‘ce among 

^ r 

the leading powers m the world’s business of the present day, ♦ 
by the peculiar interest in this country and elsewhere in the 
American position, as well as by the cTonvenience of such _ 
treatment in illustrating the points developed It is, how- 
ever, a world study rather than a primarily national study, 
as will be seen in the chapters themselves 

The Natural and Practical Character of the Existing 
Order and Ways of Viewing It Scientifically. Again, the 
study is an attempt at analysis of things as they are, as it 
IS believed any scientific treatment should be. To the extent 
that solutions of problems are considered no radical pro- 
posals are made This is not the result of any preconceived 
conservatism, but rather of a conclusion that the economic 
order of things is largely a product of an ^volution along 
lines of inherent forces This order is in a sense as natural 
as others, such as the biological one, and though problems and 
difficulties arise they are to be solved by conformity to 
and utilization of natural forces and motives and not by 
futile attempts at revolutionary destruction of the order 
itself 

Such a view results especially from an objective observa- 
tion of the phenomena of the field Thus this study, while 
not intended as a manual of routine, is of a practical nature, 
m Aat it deals with actually existing conditions and prob- 
lems Its principal method is nor a line of abstraict reason- 
ing involving purely theoretical suppositions concerning 
imaginary situations Such an approach, considerably em- 
ployed in earlier economic thought, as in writings of the m^r- 
‘cantilist^ as well as of the classical school and of certain still 
later writers, although of much interest in the whole attempt 
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to arrive at ultimate doctrines, finds limited usefulness in 
the light of later methods and sources of mforihation True, 
It wouidtbe a mistake to suppose that the mductive method 
could or should ever completely supersede the deductive 
method m all the branches of knowledge, these are, in fact, 
not necessarily mutually exclusive m all cases, and each has 
its value Furthermore, it must be recognized that the “ so- 
cial sciences ” do not lend themselves so well as do the “ nat- 
ural sciences,” such as physics and chemistry (if these are 
really any more “ natural ” than the social ones), to the 
ducuve method Certainly there are great, and in some cases 
nearly insuperable, obstacles to the adoption of the quantita- 
tive method, as distinguished from the qualitative method, 
in the social sciences Where reagents cannot be isolated, 
where the “ laboratory ” is often as large as a nation or the 
world and accordingly as difficult to reduce to beaker or 
scales, and abpve all, where the so-called “ human element ” 
constantly enters in, as illustiated in whims of consumption 
and market “ higgling ” and scores of other influences of in- 
tangibles, there exact measurement is often extremely diffi- 
cult. Even with the advent of the newer ways of “ commerce 
analysis ” it is open to question whether things economic,* 
like also things political, may ever be reduced to a purely 
quantitative manipulation However, the constant growth, 
not only of devices of measurement and analysis, but also 
of machinery for recording and compiling the data of busi- 
ness processes, makes for progress in that direction In any 
event, there is much to be gamed m this field from careful 
attempts to draw together facts regarding actual conditions, 
even though they are not always quantitative, and as far as 
possible to use these in an inductive way in conceiving 
principles ' ^ 

hloreover^ while many current problems of outstanding 
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interest, some of them of rather acute cnaracter, are here 
dealt with, the primary purpose is not to stress these prob- 
lems as such, with the possible international conflicts in- 
volved, but rathe? to emphasize the normal processes whiph 
occur in large but quiet and generally unobserved volume. 
It IS ordinarily much less the spectacular incidents and much 
more the unheralded normal transactions which mold the 
existing world order 

It is to be observed, further, that this flow of transactions 
obviously is not static Despite the prevalence of so-called 
institutions, which are of much stability and unquestionable 
value, things economic, like things political, are essentially 
dynamic, and in such matters fundamental systems are to be 
discovered largely in an examination of their current phe- 
nomena Nevertheless, Systems do exist, even though they 
be of an organic, metabolic nature, and ascertainment of 
them is highly important. 

Such a consideration raises the illustrative question of 
the permanent or temporary character of the international 
events of the present period The World War and fts after- 
'"math affected economic conditions practically everywhere 
and disorganized and possibly to some extent reorganized 
economic structures This lends a new interest to the pres- 
ent subject at this time But it also makes it somewhat 
more difficult, even yet, to distinguish temporary changes 
and conditions from permanent trends and principles 
Whether the War and its results marked the beginning of a 
new. era in economic history, as many supposed during the 
war and immediate post-war period, is still the subj'eet of some 
differences of opinion Such a view may be seriously ques- 
tioned, for as^ime has elapsed there have been many indica- 
tions, not of theffinal elimination of difficulties due to1:hose* 

9 * 

disturbances* but of a settling back, as far as fundamentals 
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'are concerned, to the old economic order which after all^as 
a natural product of economic evolution and therefore was 

- not likely to be remade* even by a world war "Many recent 
changes must necessarily be noted in a study of this sort, 

^ and this has been done, but always with the basic conditions 
in mmd Furthermore, it will be seen that many economic 

- effects of the struggle of 1914-18 ^represent mainly a pre- 
cipitation of events already m the making, a hastening of the 
process of a given evolution, for example an explanation of 
America’s change from debtor to creditor position as simply 
a war result would be superficial and fail to take into accoiuiM^ 
the trend in its national economy which had been leading m 
that direction or at least preparing the basis without which 
the change could not have occurred Still other present-day 
problems which seem both acute anti novel, when analyzed 
appear to be fundamentally due only to a lack of readjust- 
ment to the pre-war system, this is probably true of the 
major current 'difficulty of American agriculture, which was 
artificially stimulated by the war and has not even yet be- 
come readjusted to the pre-war trend. It would more and 
more appear that the basic economic and politico-economic 
structure, though not a static one, and though shaken by the^ 
World War, has not been recast 

Past and Present Approaches and Concepts The fore- 
going comments on the nature of the present analysis suggest 
the matter of the past and present approaches to this field 
These have been various, but doubtless the most familiar 
idea of international economic relations is one couched 
largely if not exclusively m terms of international trade (and 
related shipping and finance) and of its values Thi^ has 
been, perhaps, particularly true of the literatuj^e on the sub- 
ject in the English language From the very beginning Eng- 
lish economic thought naturally placed much emphasis uporr 
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international commerce/ if indeed it did not fifid birth, in 
considerable measure, in such considerations of ixternal 
affairs Appareiftly jt has continued to stress tr^de (ajid 
shipping), and to concern itself a good deal, internationally 
as nationally, with value and price and related matters, and 
consequently, in the intei-national field, with such things as 
trade balances American discussion in this international 
field (though not so greatly in the domestic realm), where it 
has gone beyond mere description has shown somewhat 
smiilar tendencies 

As for discussions of international trade as such, their 
importance is not to be minimized That process is the most 
obvious one in international economic relations Indeed, it 
is the process which largely gives expression to the condi- 
tions which create it, and which therefore is, in a sense, the 
automatic gauge of such conditions, as well as an index, to 
some extent, of other exchange processes Consequently a 
method in the study of international economic affairs which 
stresses industry and other background factors, anS which 
•^arrives at concepts of national and international economy, 
does not necessarily conflict with a given theory of inter- 
rfational trade It is a matter, not of opposite conclusion, 
but of different approach and different emphasis, of different 
choice of that which is to be first considered 

However, whatever approaches may have prevailed, the 
underlying purpose of the present work is to develop, as far 
as possible by means of inductive analysis, not only a funda- 
mental industrial but also a total structural, organics concept 
of ,the national and international economic and politico- 
economic order, and to do this along distinctive dines. 
The constitutfon of this order primarily determines*' the 
processes, ^rQblems, and policies of international economic 
relations 
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SOURCES AND REFERENCES' 

Effort his been made to “document.” the present study 
carefully 

The wide scope and the current nature of many of the 
problems dealt with involve certain difficulties of treatment 
As for the scope, in some segments of so wide a field the 
sources of information are either very inaccessible or are al- 
most non-existent This is particularly true of industrial 
relations For example, while imports and exports of tjjT. 
leading nations are largely recorded in reasonably accurate 
and detailed statistics, such things as the granting of foreign 
concessions and the formation of international affiliations of 
industrial enterprise are not only* not always matters of 
public record but not infrequently are kept secret by the 
business interests involved Such data, if obtainable at all, 
unlike statistics of foreign trade, can seldom be drawn simply 
from one or two official government compilations, scattered, 
and m & few instances unofficial, sources must be utilized 
There are also a few places, chiefly in the introductory chap- ' 
ters, where secondary sources are necessarily given con- 
siderable weight, for example this is true of works on in- 
ternational law cited in Chapter Four However, through- 
out the study in general, and particularly in the main body of 
the work, the attempt has been made constantly to turn to 
official documents and other primary and original sources, 
wherever such are available, for the materials upon 'syhich 
the analysis is based and with which its principles are illus- 
trated This will be seen from the full citation of such 
sources throughout the chapters. At the same time "exten- 
sive lists of the chief secondary works have also been added 
at the appropriate points m the footnotes of ‘?ach chapter, 
even though mapterials are not drawn from them, so that these 
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may comprise^ a select bibliography for purposes of com- 
parative reference and collateral reading These^ lists of 
references are not segregated at the ends of the cliaptei^; 
such a plan might be slightly more convenient for superficial 
use, but for thorough treatment there is a (Jistinct advantage, 
if not necessity, in placing* them at exactly those points where 
they are pertinent. 

The time element naturally presents some further diffi- 
culties Where so many current events enter into the subjec^t 
not always possible to present the very latest changes m 
the details of these numerous matters, such as shifts in the 
proportions of foreign ownership of mineral resources or 
m the membership of international syndicates There are 
three points at which the problem of chronology of data 
should be chiefly noted {a) Certain statistics concerning 
colonial area and colonial trade used for illustrative purposes 
m Chapter Five are, m part, those of the pre-war period 
these are obtained from a compilation of the Tariff Commis- 
^sion issued in 1921 In spite of the inevitable lag m availa- 
bility of official trade statistics of many countries, familiar to 
^1 those who deal with such statistics, many later figures are 
now available. However, these are in widely scattered form, 
and so far as known they are not available in the composite 
and comparative form there given and adaptable to the par- 
ticular purposes of this chapter The former, therefore, are 
cited, with an indication of their chronological limitations 
Nevertheless, properly interpreted they illustrate the prin- 
cipal points concerned {b) Data concerning foreig^n owner- 
shfp oi resources and foreign production operations through- 
out the world «are usually extremely scattered, fragmentary, 
and inaccessible;* they are often unofficial and not well au- 
tlienticated. ^Where such matters are treated in this study 
several official and semi-official sources are drawn upon 
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which are fairly comprehensive and up-to-date, and these 
are supplemented with other miscellaneous, data. The study 
does not purport to embrace every derailed development in 
these matters in every country, but rather seeks to treat these 
phenomena as illustrating a system, however, every effort 
has been made to present as complete a picture as possible 
(c) In dealing with international combines, a number of pie- 
war and war-time cases are described (with indication that 
they belong to that period), since some of these combines 
still exist, and since the post-war developments cannot be flff 
derstood except in the light of their antecedents. However, 
very recent cases are also described and analyzed, and the 
post-w’ar trend, up to the time of ^this writing, is fully dis- 
cussed, and its significance indicated It should also be re- 
marked in this connection that the present manuscript was 
largely completed during 1927, and that, in general, it does 
not trace illustrative developments beyond that time; but 
certain .later changes of outstanding interest in early 1928 
have been included, in the chapters and in an Appendix. 

USES 

Considering the object of the present work, the shifts in de- 
tails of phenomena touched upon are less important than 
the total pattern Nevertheless, although not intended as a 
current handbook of encyclopedic nature, it is believed that 
the volume will present a reasonably complete and up-to-date 
account of the problems falling within its scope, and accord- 
ingly that it should be useful as a reference work, in addi- 
tion to Its primary purpose of delineating a fundasnental 
system which manifests itself m different fotms from time 
to time 

A further word may be said concerning the' possible uses 
of the volume While it is written primarily as a treatise. 
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it is hoped that it may prove useful, not only to* specialists, 
but also to those general readers (of Whom there art? now a 
considerable nurflberj, business men, and person# dealyig 
with public affairs, who are interested in or concerned with 
the problems covered The citations of both official and 
unofficial, both primary end secondary, sources have been 
made as complete as possible throughout, not only to make 
a well-documented study upon the basis of authenticated 
data, but also in order to add to its utility for the specializing 
_^ident or other reader who desires to amplify his view o*f 
the field by collateral reading and reference In fact the 
work is intended, among other things, for use in advanced 
University courses in International Economic Relations, it 
can be conveniently adapted for such a couise, and sup- 
plemented with other materials covering the processes, prin- 
ciples, and policies of international trade, shipping, and 
finance, presumably in the second semester (or second year 
in the case of a two-year graduate course), and the outline 
given at the conclusion of this introduction can be* used as 
a comprehensive plan for the entire course The plan of the 
study was evolved in such a wa^^, as the author, after several 
years of graduate work and some years of professional work 
in the fields of Political Science, Economics, and History 
(involving both the political and economic viewpoints), and 
after a number of years of practical and official experience 
dealing with problems in the present field (in connection with 
the United States War Trade Board, Shipping Board, and 
Department of State, respectively. The American Delegation 
toUhe Washington Arms Conference, the United States 
Interdepartmental Economic Liaison Committee, and the 
United States Department of Commerce, respectively J, for* 
Ae past s^ix years has given an advanced University lecture 
course in International Economic Relations It has been 
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such experience, of both scientific and practical kind, that 
has led to the conceplion and organization of the present 
analysis/ 

In concluding this Preface the author wishes to acknowl- 
edge the kind service of Dr. William F Notz, who, though 
of course not responsible for any errors of fact or interpreta- 
tion, generously gave the manuscript a careful reading and 
offered scholarly and helpful criticisms, this kindness is 
greatly appreciated Mention should also be made of 
usefulness of various compilations of data issued by the 
Department of Commerce, the Tariff Commission, the Fed- 
eral Trade Commission, and other branches of the Govern- 
ment. These agencies in recent years have developed in- 
creased facilities for the collection of accurate information 
on current problems in this field, and such information is 
very helpful m inductive study of the actual processes of 
international economic relations. 


Waslmigtonj D C, May 1928 
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INTERNATIONAL 
ECONOMIC RELATIONS 

PART I 

Basic and Related Factors in National and World 

Economy 

CHAPTER I 

THE GEOGRAPHIC FACTOR 

ENVIRONMENT AND WORLD ECONOMY 

A SYSTEMATIC treatment of the existing political 
economy of the world, dealing first with the basic 
and related factors which compose the setting in 
■^hich that structure is placed, necessarily begins with a con- 
sideration of the geographic environment This geographic 
factor and the social environment together may be denoted 
as the basic factors, while the political, legal, and territorial 
factors may be termed related ones Much that may be 
said of them is in some measure commonplace — it has been 
said that science is organized common sense ’’ — and much 
that might be said of them would constitute a series of sepa- 
rate treatises and must be merely touched upon here, but 
it is most essential to posit these factors and to ’suggest J:heir^ 
economic^ aspects in order to understand the background 
against which the structure of world economy stands and 
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consequently later to analyze the actual parts and processes 
of that structure 

Just 'as the geographic environment m which man has 
found himself has fundamentally conditioned his individual 
industrial and commercial activities, so consequently has this 
environment been "a fundamental factor in the development 
of economic groups and of international economic relations 
That geographic influences condition all manner of human 
activities is now a familiar enough concept m many branches 
of science, but its peculiar significance in the political ecoa- 
omy of the world lies especially m the fact that the geo- 
graphic factor is the one most fundamental cause of terri- 
torial division of labor or regional specialization m industry 
and therefore of international exchange of goods and other 
values. This localization of industry leads to the interna- 
tional exchange of unlike products, and international trade, 
while not so basic as the industrial process, is the most 
obvious process in international economic relations; it is 
what might be termed the tying process, and is the one about 
which revolve and upon which are built others, such as the 
financial one In the case of another international economic 
process, namely, shipping, the geographic basis is even more 
obvious, though no more fundamental Or, turning from 
what might be considered an abstract view of the matter to a 
concrete consideration of certain practical world problems 
which appear in a more or less spectacular manner at the 
present time, there may be noted such phenomena as. the 
so-called international struggle for colonial territories or con- 
cessions in backward areas because of the agricultural re- 
sources or the mineral deposits or other geographical advan- 
tages' involved For example, according to some writers, the 
present rivalry between nations is largely a struggle for pe* 
troleum resources 
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A" .fundamental principle involved here whieh is of pe- 
culiar importance is the truth that to a remarkable extent 
these natural miernational processes are much npre com- 
pelling m molding the relations of nations than are artificial 
manipulations by means of laws and regulations, while the 
exact extent of this truth cannot be calculated, it may be 
readily observed through a careful examination of these 
natural influences, for example of the influences of resource 
location, of natural transportation facilities, and even ot 
climate Such phenomena as international location and re- 
lation of industries and international trade and its associated 
processes have within themselves a certain characteristic of 
inevitableness and of the inexorable Such devices as tariffs, 
ship subsidies, and foreign loan restrictions may partly di- 
vert or even partly expand or contract the course of interna- 
tional economic events, but when all the factors are consid- 
ered the conclusion appears that these alterations are more 
or less temporary and more or less limited and that the op- 
erations themselves flow steadily on largely in spite of im- 
pediments 

It is unnecessary to enumerate and elaborate upon all of 
Mie various features of the geographic environment in order 
to show their effect upon international economic relations, 
such matters comprise a study in itself, falling partly under 
the usual caption of “ commercial geography,” which in its 
detailed form is largely assumed for present purposes.^ 

^ On economic geography in general, vide Semple, Ellen C , In- 
fluences of Geographic Environment on the Basis of RatzePs System of 
Anthropo-Geography^ N ¥,1911, Smith, J Russell, Industrial and Com- 
mercial Georgraphyj new edition, N Y , 1925 , Jones, W D , and Whittlesey, 
D C , An Introduction to Economic Geography ^ Chicago, 1925, Gregory, 
H E., Keller, A»G , and Bishop, A L , Physical and Commercial Geogra- 
phy y N Y , 1910, Huntington, E , and Williams, F E , Business Geography 
2d ed , N ¥ , 1926 ,‘^Whitbeck, R H , and Finch, V C , Economic Geog- 
raphy, N. Y , 1924, Smith, J Russell, North America, N Y , 1925 

Cf also (on localization of industry) Weber, "Alfred, Ueber den 



4 INTERNATIONAL ECONOMIC RELATIONS 

However, the principal aspects of physical geography in 
so far rs they influence the industry and commerce of the 
world ma-v be considered with the particular purposes of the 
present study in mind Following a category laid down by 
certain physical geographers, this factor may be considered 
under such headings as the ocean^ topography, soil, land 
waters; atmosphere and climate, and organic environment 
Without analyzing each of these environmental phases from 
the viewpoint of physical geography, or geology, or mete- 
orology, or biology, they may be examined broadly in order 
to observe their conditioning effects upon the development 
of economic civilization, including the stratification of society 
into separate regional economic groups on the basis, largely, 
of the fundamental processes of natipnal geographic division 
of labor 

THE OCEAN 

The ocean clearly has been an important factor in economic 
civilization and has had very definite effects upon the eco- 
nomic destiny of nations Covering much more of the earth’s 
surface than is ordinarily realized, approximately 72 per cent, 
it has paradoxically both retarded and assisted international 
commerce, retarding it for the most part in earlier times' 
when navigation was not highly developed and facilitating 
the interchange of products widely in modern times when 
navigation was highly developed 

Its principal superficial divisions, familiar in elementary 


S’andcn dertindtutrten, I Teil — Retne Tkeorie ies Standorts (II Toil — 
D.e Deutsche Industrie sett i86o, a senes o£ monographs, Tubingen, 1932) , 
and tarious ttorks of Penck, Albrecht, of the Berlin Universitat fastitut 
fur hleeftskundcj including studies of regional geography^e g Die Osfer- 
■^'C’nscie Alfen-grenze, Stuttgart, 1916, also Penck et al (Kirchhoff, Al- 
lred, ed), Vreer Vdn^en von dei Erie, Prag, i886-*893 

On the influence of geography on states, mde, Gettdl, R G, In-' 
trolhction to Pohtii^l Science, Boston, 1910, Chapter III 
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geography, namely the ’ Atlantic, Pacific, and southern 
oceans, together with smaller seas and gulfs, off er"* rather 
striking commettial characteristics Thus the Mediter- 
ranean Sea has been called the Cradle of World Comi- 
merce because of its great importance in antiquity as the 
scene of the economic relations of the earlier civilizations of 
Eg3rpt, Carthage, Greece, and Rome Again, in modern 
times, the Atlantic and the Pacific Oceans stand out in com- 
mxercial contrast, with the Atlantic obviously the base of the 
much larger amount of traffic. The Pacific is the larger 
ocean, covering an area of approximately 70,000,000 square 
miles, against approximately 35,000,000 square miles for the 
Atlantic Thus the Atlantic, one-half the size of the Pacific, 
much exceeds the latter ?n international trade, and the geo- 
graphical explanation lies in the fact that the Atlantic 
physically, and therefore commercially, drams an area more 
than twice as great — 19,000,000 square mile^, as against 
9,000,000 square miles In a word, the Atlantic possesses 
the greater volume of international trade because It has a 
• much larger commercially tributary area That it happens 
that many of the economically most advanced nations he in 
the Atlantic tributary region, for still other geographical 
reasons, only serves to heighten the comparison 

From physical geography are to be obtained categories of 
movements of the ocean waters, including waves, seaquakes, 
or tidal waves, wave currents, tides, and currents All of 
these features have economic effects and in their presence 
or absence differentiate the economic facilities ofi nations 
They cause decretion and accretion of territory of interest 
in international law In their violent forms they dev«.state 
cities and industries, the most striking example of this in"* 
recent ye^rs was the Japanese disaster of 1923 which tem- 
porarily disorganized many of the fundamerrtals of the en- 



6 INTERNATIONAL ECONOMIC RELATIONS 

A 

tire Japanese national economy, iifcluding even its financial 
structure They alter»and frequently equalize climate, it is 
perhaps trite to observe that the British Isltfs, which comprise 
in a sense the point of the most intensive economic develop- 
ment in the enure world, it is supposed, would not be habit- 
able were it not for the Gulf Stream. But in the largest 
probability, the greatest effect of these phenomena is upon 
international transportation, they affect the sailing of the 
seas and consequently give advantage or disadavantage to 
one nation or another by their effect upon harbors, in many 
cases necessitating the building of piers and breakwaters, the 
dredging of channels and the harbor engineering work which 
is often necessary for the maintenance of a successful port 
Indeed the possession or non-poss«sion of favorable coasts 
and harbors has been highly involved in making some nations 
commercially great and others less so. It may even be said 
that this factor has been involved m causing some continents 
to be the home of economically strong nations and other 
continents places of undeveloped nations which now tend to 
be exploited by the commercial and maritime nations of the ' 
more favored continents There may be numerous causes 
of the relative lack of economic development in Africa, but 
one of them is this geographic factor Africa has a com- 
paratively regular coast line with few indentations, whereas 
Europe, the scene of such concentrated economic activities 
in modern history, has an irregular coast line and conse- 
quently numerous harbor facilities. This was not so much 
a factor- in primitive times, but with the development of 
keeled ships which are the basis of modern navigation, har- 
bors became necessary, and good harbor characteristics have 
■beeir enumerated as follows sufficient depth for anchorage; 
protection from waves and wind; sufficient'size of ■anchorage 
ground, reasoisably straight channel, free from currents and 
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shifting sands; freedom irom ice closure, convenient access 
to the hinterland, location at crossroads of world* trade 
Most of these r^uirements are obvious and are nfatters of 
harbor engineering Others have more unusual or more 
direct commercial significance A good many nations have 
been limited m the development of their External commerce 
by having ports at which ocean-going liners can anchor only 
off-shore and transfer goods by lighter. On the other hand, 
the peculiar problem of ice closure has been best illustrated 
in the case of Russia; that country, with vast area and re- 
sources and many other ingredients of economic supremacy, 
has for centuries been hemmed in from access to the largest 
lines of world exchange, the far-eastern outlet being removed 
from the European one» the Mediterranean outlet having 
been at least until recently dominated by rival powers in 
such a way as to cause long standing national enmity, and 
the Baltic ports which otherwise might have giy^n the neces- 
sary gateway to world trade, having been largely limited in 
year-round usefulness by this very condition of ice* closure 
' This is but one example of the direct effect of the geographic 
influence upon national economic destiny. Again, the su- 
premacy of the port of New York in the United States and 
its high rank among all the ports of the world, while doubt- 
less due m part to purely economic factors such as the build- 
ing up of the necessary trading and financing machinery for 
foreign trade, has been primarily due to the excellence of its 
geographic characteristics, including its natural valley gate- 
way to a large interior. Finally, to mention but two more 
examples, Hongkong and Singapore, outstanding ports in the 
Far E'ast, have been successful, largely because of location 
at trade crossroads Hongkong is, of course, a natural en-^ 
trepot fof a larg"e portion of South China and the business 
advantages of such an entrepot are a famiHar thing in in- 
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ternationaltommerce, including presence of warehouses and 
branch^'houses and quickness of original delivery as well as 
of replaasments Singapore is an even better case in point; 
located at the tip of the Malay Peninsula which juts out from 
the southeastern Asiatic mainland, it stands fairly in the 
center of the roui5d-the-world hig];iway and even excluding 
its role as a primary market for rubber and tin, its volume 
of traffic and especially of trans-shipment, is explained 
geographically 

• The comparative port question may be viewed in still 
another way by referring to physical geography’s classifica- 
tion of types of harbors Drowned valley harbors, where 
ground has sunk and the sea has entered a valley, give good 
protection and easy access to the interior, the United States’ 
possession of Norfolk, Baltimore, Vancouver, Seattle, and 
New York has counted in its commerce, and Argentina and 
Brazil have been favored with Buenos Aires and Rio de 
Janeiro River harbors, harbors up rivers, while involving 
delta and other engineering problems, give good protection 
and unusual access to the interior, so London, Hamburg, 
New Orleans, Portland, Calcutta, and Shanghai offer ex- 
amples in England, Germany, the United States, India, and 
China Few other harbors are as good as these types Bar- 
rier harbors, such as that at Galveston, give fairly good pro- 
tection and interior access, but frequently have little depth 
and much shifting sand. Coral-reef or atoll harbors, such 
as that at Key West, usually have tortuous entrances and no 
hinterland Crater harbors made by submerged volcanoes 
are rare, although they are found at such places as Lyttleton, 
New Zealand, the port of Christchurch, and Aden, X’rabia. 
d3f much significance is the fact that although harbor en- 
gineering is always involved at great ports, there can scarcely 
be said to be such things as successful artificial harbors, 
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even 'though Glasgow mh,y be a near approach 'to that It 
is clear that possession or non-possession of natural* harbor 
facilities has ccfanted in the international competition for 
economic success ^ 

Oceans, then, like mountains, have, especially in earlier 
times, constituted considerable barriers tf) international eco- 
nomic intercourse, forming in fact natural national bounda- 
ries^ but, With the development of navigation, have obviously 
promoted that intercourse although with national inequalities 
Of chief significance, are their advantages in transportatidb, 
which include the obviation of costly road-bed and freedom 
of choice of routes, so that, other things being equal, and 
when much trans-shipment is not necessary, ocean traffic 
has been the cheapest kmd and has made international trade 
frequently more facile than domestic trade. 

If any further emphasis of relative national advantage in 
this connection is needed, there may be compared in broadest 
terms, nations which have not possessed access to the ocean 
With those that have, or, indeed with those which have had 
a totally maritime position and which have therefore natu- 
rally bent their commercial energies in an outward direction 
^he fortunate position of the United States may be noted, 
with its many good harbors and its early success in naviga- 
tion and its considerable proportion of total world trade 
Or, there is the case of Great Britain, in one sense the eco- 
nomically most successful nation of modern times, wuth its 
predominating share m the world’s trade, its preponderating 
merchant fleet in world shipping, and its possession of a 
colonial empire — in considerable measure an economic em- 
pire — vaster than any other The British, with relatively 
limited domestic agriculture and mineral resources, -^nles^ 
d:hey wei^ to lapke into insignificance, were compelled to de- 
velop manufacturing industries the products of which they 
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would sell in many lands, they h£d to go far and wide to 
dispose of these products and to fetch food and raw materials 
for a congested population Thus literally ^chrust, geograph- 
ically, into the sea, they conquered it and so bound up a 
trading, shipping, and financing system that commands the 
admiration of modern economic civilization, and an “ empire 
upon which the sun never sets ” Trade, shipping, and bank- 
ing based upon compensating industrial structures, are the 
ties that bind such a “ commonwealth of nations ” So that 
ohe of the greatest media of this and other similar develop- 
ments has been that phase of the geographic environment 
called the “ Seven Seas ” 

TOPOGRAPHY 

Again, in the topographic features of the economico-geo- 
graphic environment there are found fundamental explana- 
tions of international eonomic organization, intercourse, and 
rivalry The irregularities of the lands have most obviously 
helped to shape the political and military careers of nations, 
but they have been at least equally important in molding ' 
national economic destiny 

One of the first phases of the land areas of the globe 
which IS to be observed from this viewpoint, is their very 
great limitation in size It has been remarked that the 
oceans cover nearly three-fourths of the earth’s surface and 
when from the remainder are subtracted those sections w^hich 
are entirely unsuitable for economic development because of 
unfavorable relief, the confinement of the agricultural, ex- 
tractive, and manufacturing industries to approximately a 
tenth of the earth’s total area, is striking In this tiny tenth, 
•nations have crystallized and have carried on their strug- 
gle for national livelihood and national economic advantage^ 
Just as continents as well as particular countries may be 
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contracted from the viewpoint of their relations td the ocean, 
so also may they be compared in a. topographical Ivay m 
order to arrive af a more basic understanding of their rela- 
tive economic development. Again Europe and Africa o&r 
an interesting illustration by reason of their dissimilarity in 
degree of such development Of Europe, ft is observed from 
geology, approximately 54 per cent is less than 600 feet 
above the sea level and that continent contains many low 
plains which have been highly suitable for agriculture and 
trade and for the manufacturing of modern times (Jf 
Africa more than 87 per cent is over 600 feet in height and 
there are found extensive plateaus Of Asia, 38 per cent, it is 
estimated, is more than 3,000 feet above the sea and that con- 
tinent with its immense*mountains and high plains has an 
average height of 2,884 feet The limitation of economic 
activities in general by reason of a too rugged relief is 
here evident, and again there is a fundamental explanation 
of the remarkable concentration of economic activity m 
Europe 

Allusions to some of the so-called major land forms will 
give further evidence of the varying types of national ad- 
■(fantages or disadvantages by reason of possession or non- 
possession of geographic facilities Reference may be made 
to one very important topographical type, namely, plains. 
These are in general highly favorable for agriculture, trans- 
portation, and manufacturing, and if with them are included 
the valleys which are found in connection with them, it is 
estimated that they are the home, collectively, of- approxi- 
mately 90 per cent of the world’s population, this is true in 
spite of the fact that to a considerable extent they lack rela- 
tive availability of mineral resources when compared «with •• 
other topographical types They are of various sorts Ter- 
races along rivers have been natural sites for many important 
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industrial ^nd trading centers suCh as London Lake-bed 
plains^ such as that /:ompnsing an important part of the 
North American wheat belt of Minnesota^and the Dakotas, 
ha't^e made good agricultural lands Flood plains have also 
favored agriculture^ as in antiquity along the banks of the 
Nile, and m recent times m the lojver Mississippi basin, but 
have involved some danger to crops and trouble and expense 
as in the building of levees Flood plains suggest a natural 
destructive process beginning with deforestation in the upper 
reaches of a river system and soil erosion, thereby involving 
at the same time the whole series of problems of conserva- 
tion of timber, soil, water-power, and inland navigation 
facilities, as w’-ell as the problems of floods in the lower areas 
and harbor difficulties That such«a phenomenon has vitally 
affected the economic position of an entire nation is evi- 
denced in the supposition that this process went on for cen- 
turies on a large scale in China and that its results account 
for a considerable proportion of the present impoverishment 
of thatmation m the various w^ays indicated Deltas have 
had an effect largely similar to that of flood plains Coastal 
plains have been important assets to nations by reason of a 
number of their basic advantages They may be compara- 
tively suitable for agriculture, but their chief significance 
lies in the frequent presence in them of rapids and water- 
falls which have been caused by the plunging of rivers from 
higher strata into a softer stratum and which consequently 
have given a form of power much used throughout history 
and no w^ coming into a great industrial importance, in their 
ease of transportation, in their accessibility to harbors, in 
their usual proximity to both the resources of the mountains 
^andihe markets of the lowlands, and in their natural location 
for the exchange and trans-shipment as well as for-rthe fabri- 
cation of the ui^ilike products assembled there from different 



TEE.GEO&RAPHIC FACTOR 


sectioiife and nations They have thus become the centers of 
a large amount of manufacturing and trading and some of 
the most successjRil industrial countries partly owelheir su- 
premacy, as in the cases of western Europe and of the Unfted 
States, to possession of such plains Valleys are difficult to 
distinguish sharply from plains of which they are frequently 
a part, but if they are not entirely divided from the plains, 
they may be looked upon as comprising the commercially 
most useful topographical type Their natural shelter, their 
abundance of other forms of life facilitating agriculture, their 
easy relief, their reasonable degree of confinement which 
prevents too great scattering of economic activity into a no- 
madic form of economy, their supply of water for industrial 
and other purposes, ani? above all their furnishing a very 
suitable basis for practically every kind of transportation 
from river navigation to paths, highways, and railways, com- 
bine to make them what they have often been called, “ the 
cradle of commercial civilization,” and the location of the 
highest development of economic group life They afe found 
• in the most highly developed countries and it is probably 
true that no nation without them has ever attained economic 
stipenonty 

In contrast with plains and valleys stand mountains and 
the plateaus which are so frequently associated with moun- 
tains Countries too largely composed geographically of 
such areas undoubtedly have been impeded m their economic 
development because of the relatively unfavorable character 
of these formations for agriculture as well as for manufac- 
turing ^and trading So much in the nature of obstacles are 
these torms that they have remained largely undevsloped 
and have even comprised in many instances the natural' 
boundaries between nations. On the other hand, they do 
possess certain advantages for production Thus, while they 
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usually limit both the quality and fhe quantity of all Sorts of 
organic products it hae been pointed out that in certain in- 
stances they improve quality, as in the casd of some types of 
fruit growing in the United States or of certain agricultural 
industries found on the terraced mountain slopes of China 
and Italy It is afso evident that there are certain character- 
istic mountain industries They may include sheep raising, 
although the large sheep industries of Australia, South Amer- 
ica, and British South Africa are not the most apt illustra- 
tions Two well-known “ colonial ” products, coffee and tea, 
are often the products of fairly rugged regions, as illustrated 
in Ceylon, parts of India and southeastern China , the devel- 
opment of the world’s largest coffee-growing business in 
Brazil thus has been partly contingaat upon Brazilian posses- 
sion of the mountainous regions of Sao Paulo 

Again the world’s lumbering industry at present has 
been localized to a not inconsiderable extent in the mountains 
This IS apparently not due to an original lack of timber on 
other types of relief, but has been due rather to the natural 
depletion of timber in the lower regions as they have been ' 
developed by agriculture and manufacturing However, 
there is a considerable natural concentration of the type of 
wood which is now industrially very important, namely the 
coniferous, on the higher altitudinal belts In any event 
many of those nations which are now important producers 
of the commercially most favorable types of wood are so 
largely through the possession of mountain areas Filially, 
an important branch of the mining industry is largely char- 
acteristic of the mountain areas For various geological 
reasons, including the natural thrusting of veins to tSe sur- 
■ face*and therefore to accessibility, ores are actually obtained 
very frequently in rugged sections, although thi^'does not 
necessarily apply to other mining products, such as petro- 
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leum dt even coal, which hre of different original'form from 
metals 

There can be fio doubt that varying topographictl condi- 
tions have in a large measure increased and decreasecf in 
certain important respects the economic advantages and dis- 
advantages of nations an(j[ have accelerated their industrial 
differentiations upon which their trade with each other so 
largely rests 

THE SOIL 

Soil IS one of the most obvious geographic bases of the en- 
tire group of agricultural industries, because of the direct 
dependence of plants upon it as well as of the indirect de- 
pendence of all of the animal industries for their feed sup- 
ply. The total dependence of modern industrial life upon 
the agricultural group is worth reemphasis since from these 
industries are obtained not only practically all of the human 
food supply but also, even in this so-called metallic age, 
many vital raw materials for manufacture, including such 
staples as cotton, leather, wool, and plantation ^ rubber. 
There may also be recalled the geographers^ dictum that the 
agricultural industries are the permanent ones because if con- 
(hicted with any degree of foresight or scientific method, they 
do not involve the exhaustion of resources found so largely 
in the extractive industries such as mining and lumbering. 
Consequently it is not an over-statement to say that no na- 
tion has become great in an economic way without either 
having well* established agriculture of its own, or, by political 
or economic methods, rendering other large agricultural re- 
gions tributary to it for a supply of food for its population 
and raw materials for its industries 

Without Eecommg concerned with the various class^feca 
tions of soils anJ of the plant foods in them, it may be ob- 
served that striking contrasts are to be found m kinds of 
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soils and in relative degree of soil fertilitj^ It is particularly 
to be ♦observed that the necessity of artificial soil fertiliza- 
tion ha^ become so widespread, involving especially three 
plant elements, that there have evolved three major com- 
mercial feitilizer industries, im.portant currents m world 
trade m their products and, as a, result, a very interesting 
commercial interdependence of some of the leading economic 
powers Thus, many commercially important countries are 
dependent partly upon Chile and partly upon Norway and 
other European countries for the natural or Chilean and the 
artificial, air, or Norwegian nitrates; many countries have a 
similar dependence upon Germany and France, particularly 
the former, for potash, while there is, in some cases, a some- 
what similar dependence upon that United States for phos- 
phates For example, the scarcity of supplies of potash in 
the United States during the World War was a real problem 
arising from this near-German monopoly of one of the 
world’s important products and at the present time there is 
a movement to develop native air nitrate supplies in the 
United States, partly perhaps through the completion of the ' 
iluscle Shoals project 

The soil question presents the interesting problem <Jf 
reclamation and this in turn is illustrated in a comparative 
national way by reference to the long-staple cotton industry 
It is true that reclamation includes drainage, which may 
make of a Florida Everglade region an important agricul- 
tural area, but irrigation thus far has been the most im- 
portant type As an example of this, the British during their 
economic and partly political domination of Egypt have by 
the development of a vast system of dams and ditches' made 
, possible the growth of one of the world’s distm'ctive and im- 
portant agricultural products. This whole'plan may be said 
to have been begun as a move to free the British textile in- 
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dustry from its dependence upon other countries^ notably 
the United States, for its supplies of ordinary short-staple 
cotton, but m an^ event it actually resulted m a peculiar 
type and quality of product With the subsequent advelit 
of the automobile, the United States became much the largest 
automotive producer in the, world and an important auxiliary 
industry became the production of cord tires which tended 
so largely to supersede fabric tires. The cord tire industry 
in turn has thus far been largely dependent upon long-staple 
cotton It is needed because of its tensile strength To a' 
limited extent the long-staple cotton industry is being de- 
veloped in and sections m the southwestern part of the 
United States under substantially the same geographic con- 
ditions as exist in Egypt. ^ All this rests upon the fact that 
certain soils in extremely dry places are by no means barren 
and when sufficient water is added, a desert may veritably 
“ blossom as a rose Thus in a transformation basically 
conditioned by soil did one important industrial power fail 
perhaps to lessen its commercial dependence upon mother 
^or one major raw material but succeed m bringing about 
partly a reversal of commercial dependence for another 
staple essential for a major industry 

One further phase of the soil question m international 
economy may be mentioned In the various estimates that 
are sometimes made by commercial geographers and com- 
merce analysts of the possibilities of increasing the world^s 
total output of products, especially foodstuffs, to provide for 

ft 

a possibly expanding human population, differing appraisals 
are placed upon the various parts of the world which are not 
now gre*atly used and which might be more intensively de- 
veloped, and among these relatively unused areas the trop?^s 
al’^ays figftire prohimently In this speculative phase of 
world economy there are a good many argumsents both for 
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and against a large natural bounty in the tropics but the 
most Jmportant pomt-of the controversy has to do with soil 
values Some of the soil experts look upon the large areas 
oflropical growth as very rich because of the accumulation 
of much decayed vegetable matter, while others heavily dis- 
count these possibilities because of a probable leaching proc- 
ess which may have rendered the soil relatively infertile 
Furthermore the development of such areas in recent periods 
has been to a large extent carried on through economic dom- 
ination by the more advanced industrial countries, as in the 
case of production of rubber and vegetable oilseeds and 
numerous other articles m colonial ter ri tones 

In all instances, soil has clearly conditioned the economic 
fate of nations What proportion-of the economic advance- 
ment of the United States is based on its agriculture, which 
is probably in the aggregate the largest in the world, is 
difficult to say, certainly the proportion is large The eco- 
nomic success of Great Britain, which lacks a sufficient area 
in its home islands to supply anything like its own agricul- 
tural needs, is in this respect one of the paradoxes of modern- 
economic history and is explained only by the large political 
ownership and industrial control of many other agricultural 
regions. When Lord Balfour in an address at the Washing- 
ton Arms Conference argued against submarine warfare, 
and very frankly and in simple terms gave as his reason the 
dependence of Great Britain for foodstuffs, he gave a very 
striking illustration of the constant dependence of one of the 
leading industrial nations upon a commercial inflow of agri- 
cultural products from other territories and countries. 

_ ^ ■ LAKES AND RIVERS 

Inland water bodies, like other features 6f the physical en- 
vironment, have influenced the economic life of nations. 
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The waters of the * lands as classified" in geog- 
raphy include ground and surface waters^ and the 
former have all obvious relation to the agricultural 
industries^ but lakes and rivers are of more immediate 
significance 

RiverSj together with, their valleys^ hS.ve been most ob- 
viously of economic value, and providing as they do the nat- 
ural basis of so much of the transportation of history have 
easily become the threads upon which the beads of economic 
civilization have often been strung, they are indispensable 
arteries of the traffic of most of the economically advanced 
countries Nor have their power sites been without a large 
importance to those nations which evolved the manufactur- 
ing industries, in both the earlier ages of the simple mill 
wheel industries and the new era of hydro-electric develop- 
ment Water power is even sold by nations which have 
mountains and water-falls to those which hav^ not , electric 
current is purchased by Denmark for use in Copenhagen, 
from her Scandinavian neighbor across the Sound ’Marked 
contrasts exist between different regions and countries in the 
matter of water-power resources, and this is of much im- 
f)ortance at the present time in view of the increased use of 
such power The United States possesses large water-power 
resources, although the largest proportions are not located in 
the parts of the country where there is the greatest degree 
of manufacturing development. The industrialized nations 
of western Europe have comparatively limited resources of 
this kind, whereas the greatest water-power resources are in 
Africa, where they are comparatively little needed at pres- 
ent Again, England, highly industrialized, has^very kmited 
water-power, though she has great coal reserves, while Ifealyy 
with hei!» industrialization partly checked by lack of coal, 
is in the present period developing water-power consider- 
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ably and is partly freeing herself from her coal import 

dependence 

Lake, have been called '' characteristic of topographic 
youlh and temporary features of the landscape/^ and in 
their geological disappearance have yielded fairly important 
mineral deposits of salt, borax, and soda, and highly impor- 
tant agricultural fertility as in the case of a part of the wheat 
belt of the United States and Canada 

Inland water transportation is recognized as having been 
of great historical importance, as in the construction of a 
canal system which was a potent factor in the economic unifi- 
cation of Germany and in the early growth of transportation 
systems in the United States, but is now generally considered 
to be of somewhat less comparativS value because the nat- 
ural elimination of friction and consequent reduction of 
fuel costs is frequently offset by the inadaptability of the 
route to traffic needs and the resulting enhancement of costs 
through much trans-shipment, one of the most expensive of 
all traffic processes. But this difficulty, while it may have 
checked the growth of canals, has by no means eliminated 
natural inland water bodies as factors in both national and 
international trade to the very considerable extent that they’ 
conform to traffic needs, and there are indications of greater 
future development of river transportation, as m the United 
States 

Lakes and rivers both cause international economic con- 
troversy and promote international economic intercourse 
The Great Lakes are a part of the transportation route for 
much American wheat destined for export from New York, 
form m vital traffic bond m the friendly commerce of the 
Unit*^ States and Canada, and are the key to an interna- 
Lonal scheme, the St Lawrence project, involving the pos- 
sible cooperative development of both water-power and a 
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new major water-way by* these two countries And in the 
Rhine, which runs its long commercial course fiom Switzer- 
land through Gerfnany and Holland to the sea, may be found 
one more illustration of the effect of inland water bodies 
upon the economic relations of nations 

CLIMATE 

Probably even more than other phases of the environment 
has climate caused economic differentiation of nations, for 
It IS almost a commonplace that the unlikeness of products 
which lies at the base of all international trade is most 
sharply apparent in different climatic areas. In analyzing 
the fundamental conditions influencing the different agri- 
cultural industries, there«is often reference to what is called 
the climatic optimum, that is, the climatic belt within which 
a particular product is best produced Indeed it has been 
asserted by some that this climatic differentiation of indus- 
tries is so fundamental and so much sharper and less arti- 
ficially changeable than other types of geographical con- 
ditioning of products that the ultimate international trade 
of the future may be expected to be largely a north and 
south trade, since north and south offer greatest contrasts in 
climatic conditions Artificial controls and other factors, 
however, may check such a transformation 

Climate is a condition of the atmosphere and consider- 
ation of it may here include suggestion of the various atmos- 
pheric phenomena The physical properties of the atmos- 
phere include both a pressure proportional to density and a 
relatively high degree of elasticity, these properties have 
been utilized m the development of machinery motive power 
and air-brakes in transportation They have also beeiuhe . 
basis of .^he modtern pressure systems which have marked 
such a great advance in the packing of certain commodities 
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for shipment, for example the old crude methods of baling 
cotton have given way to these pressure methods with the 
result that a ship can obtain a much Farger weight-load 
capacity before the space-load capacity has been filled and 
this has greatly cheapened international traffic in one of the 
most important staple commodities Chemically, the atmos- 
phere is composed of gases, the largest portions of which are 
nitrogen and oxygen, the carbon dioxide and oxygen are 
necessary to life, and the nitrogen while little used naturally 
in proportion to the supply in the air, is very valuable, so 
that marked advances have been made throughout the agri- 
cultural industries of some countries partly by the discovery 
of a method of inoculating leguminous plants so as to give 
them a capacity for seizing this nitil3gen and very extensively 
by the development of the air nitrates of commerce as sub- 
stitutes for the natural or Chilean nitrates The varying 
water vapor content of the atmosphere, aside from its ob- 
vious effects upon human life, also has had industrialimpTor- 
tance 'An unusual degree of humidity was until not many 
years ago a not generally realized yet extremely important ' 
factor in the textile manufacturing supremacy of Great 
Britain and to some extent of New England This was true 
because the dampness of the atmosphere in the large textile 
fabricating centers of Great Britain prevented the “ fuzzing ” 
of the fibers and therefore made them workable This con- 
dition was to a considerable extent present in New England, 
and there again in spite of many other contributing factors 
in the growth of the industry, it is unlikely that the business 
could have been developed in the early days without this 
fortuijate trick of geographic fate It was part^ in this way 
.5 thai-such manufacturing centers were maintained at a point 
considerably removed from the principal 'areas of produc- 
tion of the raw material, which system had obvious disad- 
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vantages even though proximity of manufacturing tj} raw 
material producii^ point is by no metns the only factor m 
the localization of industry It was the advent of artificial 
humidification of textile mills that gave the geographicarre- 
lease which, together with certain other factors such as the 
migration of capital and skilled labor, is making possible the 
growth of important cotton textile manufacturing centers in 
the southern part of the United States, thus an atmospheric 
phenomenon until recently helped to cause an important raw 
material to be shipped long distances nationally and also 
internationally to the fabricating centers even though the 
finished product in some cases was shipped back for market- 
ing m a raw material area — a not necessarily wasteful 
process 

The various motions of the atmosphere, such as the dif- 
ferent kinds of winds and breezes and storms, have had an 
economic effect largely upon international transportation, 
so much of which is by sea and some portion of which is 
still Gained on by means of sailing ships, these motions have 
been m this way both useful and destructive and the destruc- 
tion has also extended to agriculture However, a more 
striking but less geneial influence of this type is found in the 
case of the monsoons These violently shifting wind belts 
occur in the general region of the Indian Ocean and south- 
eastern Asia and are fateful forces in the economic life of 
India and neighboring countries They are depended upon 
for necessary ram for agriculture (the prevailing industry of 
the tropics) and if late cause drought and economic depres- 
sion generally, yet upon their arrival they may cause de- 
struction of^crops, buildings, and ships An illustral^ion of 
the effect of this^ upon an entire national economy is ftrand* 
in the case of Siam This country’s chief export is rice, 
which is depended upon largely for food for the entire popu- 
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lation and when exported for the merchandise trade balance 
by which the country 'may purchase its imports. When the 
monsoorf is unfavorable there is a shortage of this product 
which frequently leads to an export embargo, threatens na- 
tional famine and greatly limits importation of other goods 
It IS for just such "a reason that exporters of manufacturing 
nations such as Great Britain and the United States who are 
developing the markets of southeastern Asia carefully follow 
the coming and going of the monsoons with an eye to increase 
or decrease of their international business 

Considering climate as a whole it is observed that it is 
largely a composite of certain conditions of temperature and 
rainfall and that these conditions in turn are affected by lati- 
tude, altitude, vicinity to the sea, winds, ocean currents, and 
topography The variations of climate resulting from vary- 
ing effects of these factors, as for example the quantity of 
rainfall, are so obvious in their effects upon agricultural de- 
velopment of nations that they need not be enumerated 
But the ^out-standing fact that the climate, probably more 
than such factors as the topography and the soil, is as yet ' 
largely outside of artificial control, emphasizes the very 
fundamental principle alluded to above, that industrial dif*- 
ferentiation among nations, at least with respect to food- 
stuffs and agricultural raw materials, is predominantly in- 
fluenced by climate The supposition that the international 
trade of the future will be a north and south trade in the 
mam, because the sharpest differentiation of products is 
climatic, and because this differentiation is largely latitu- 
dinal, in a sense does not square with existing facts, since 
a careful analysis of the direction of world trad,e currents of 
''the^esent time and indeed for many centuries past reveals 
a preponderating east and west movement," as illustrated in 
the great voluiife of traffic crossing the North Atlantic This 



THB GEOGRAPHIC FACTOR 25 

east and west predominance is probably explained by the 
location of the economically most advanced countries east 
and west of eacn other. At the same time there 'are signs 
of a possible tendency in the other direction and the^geo- 
graphic prediction is tacitly recognized m part in such purely 
practical things as the recent American* export promotion 
campaign, which has so considerably developed the theory 
that in tropical America and Asia, that is in many of the 
markets of Latin America and the Far East, lie some of the 
greatest potentialities for the upbuilding of future American 
export business 

All these foregoing influences of climate upon the indus- 
tries and trade of nations, and therefore upon their shipping 
and finance, are direct 5 nes, but the matter cannot be dis- 
missed without consideration of certain indirect but far- 
reaching economic influences which do much to explain the 
present economic hegemony of the world. That is, there is 
the economic influence of climate upon man himself It is 
generally conceded that economic life m the pol^ regions 
has been extremely limited due to the natural limitation of 
plant and animal life and to the extreme rigors of the weather 
Vhich are obstacles to accomplishment and are productive of 
a torpor not entirely unlike that of the equator, and that 
economic life in the tropics in turn is limited not by a re- 
striction of plant and animal life but by a too great ease of 
at least simple existence and by a physiological lassitude 
Thq south temperate zone is not so important for special 
reasons, including a limitation of land area and usually a 
too great evenness of weather On the other hand it is as- 
serted in geography that the north temperate zone combines 
a number of climatic conditions which in their peculiar-£;om- 
plexitie^" are most conducive to economic activity. These 
include a great variability of weather which ’stimulates with- 
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out inhibiting economic progress' and a seasonal change 
which in primitive times necessitated saving for winter and 
therefore induced the growth of the instftution of capital 
In the tracing of the rise and fall of early civilizations much 
evidence has been adduced in support of this principle, but 
coincidence of theory and fact is found in an analytical 
rather than an historical view In any event the fact is in- 
escapable that in the north temperate zone is now to be found 
the greatest concentration of advanced economic life, in- 
cluding intensive methods particularly in the manufacturing 
industries which are the cap-stone of the industrial structure 
and correspondingly the presence of a majority of the eco- 
nomically most highly developed countries of the world 
This economico-geographic conception presents one fur- 
ther problem of interest in this connection. Since the 
presentation of the Malthusian population doctrine in a theo- 
retical way, and in a practical way at least since the begin- 
ning of the exploration and colonization period in modern 
history, the economic exploitation of tropical areas has been 
one of the most important phases of the relations of nations 
This problem in turn rests basically upon the fact that the 
tropical areas have been least economically developed in the' 
modern period and offer to science a large probable increase 
in the world’s supply of sustenance and to nations like those 
of Europe and North America in the temperate zone large 
possibilities of increased acquisition of resources and import 
commodities. However, this process of exploitation is in 
some measure scientifically limited by inherent difficulties 
of acclimatization The progressive countries of the north 
temperate zone may and do transfer their capital and equip- 
pien^-and even their entrepreneurs to tropical nations and 
with the aid of a native labor supply develop iinportant 
colonial industp’es, as in the cases at one time or another 
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of sugar, tea, and rubber •plantations Yet it is frequently 
insisted in physiology that true acclirgatization of arr indi- 
vidual is impossiMe and to the extent that this is Hue the 
labor supply of the colonial industries must always remain 
a native one and the managers must be limited in their so- 
journ, so that it may be tjiat the whole economic develop- 
ment of these world belts must continue indefinitely to be 
at least in part a process of exploitation from other nations 
as headquarters 

In climate, therefore, are found explanations of a variety 
of factors m international affairs, including the continued 
supremacy of the economic powers in the north temperate 
zone and their long distance economic domination of other 
regions, a domination suggested by the term economic im- 
perialism ’’ — an institution of vast importance in interna- 
tional relations. 

THE ORGANIC ENVIRONMENT ' 

The geological and meteorological forces touched upon 
•above, while of fundamental effect m shaping international 
activities, make up but one side of the total natural environ- 
m?ent This is the inorganic side The other side is the or- 
ganic environment, which includes all of the elements of 
the organic industries, as well indeed as the human factor 
itself, and which is in turn always conditioned by the inor- 
ganic factor In the organic phase of the environment lies, 
from another viewpoint, all of the international industrial 
development of agricultural types However, these inter- 
acting influences have been so fully suggested in the fore- 
going fJSrts of this analysis that they need not be further 
elaborated They may be dismissed with the remark that 
here agaij^ in viewing the geographical factor on this side are 
to be found a host of further explanations of international 
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industrial and commercial relations, of such facts as these — 
that dhe United States buys its coffee from Brazil, its tea 
from Japan, China, India, and Ceylon, dnd its rubber from 
RMaya and the Dutch East Indies, that among its leading 
exports of agricultural staples are wheat and cotton Or- 
ganic environment thus leads to innumerable cases of na- 
tional specialization in production and of international de- 
pendence in essential branches of commerce. 

THE GEOGRAPHIC DIFFERENTIATION OF 
NATIONAL ECONOMY 

It IS rather a truism that geographic division of labor, among 
the various other types such as functional division of labor, is 
the primary basis of international trade, even though pure 
economic factors pertaining to the economic superstructure 
Vvhich man himself has erected also play their part This 
geographic division of labor otherwise known as regional 
specialization or as the localization of industry, has a basic 
yet noti always fully realized role in the total economic dif- 
ferentiation of nations and together with the corollary of 
universality of consumption clearly does epitomize interna- 
tional industrial and commercial processes It has been the 
purpose of this chapter to point out and emphasize this 
basic principle and to indicate it by some of the most per- 
tinent illustrations which occur on an international scale 
With this basic principle clearly understood the actual proc- 
esses of international industrial and commercial relations, 
and indeed the processes of international transportation 
and finance, can be more fully understood, for it is the effect 
of these influences which is of vast, if not always "of final 
^ an^ seldom of apparent, importance in the formation of 
world economy and the formulation of internatfenal eco- 
nomic policy. ^ 



CHAPTER II 
THE SOCIAL FACTOR 

INTERNATIONAL ECONOMIC ASPECTS OF THE 
PROBLEMS OF RACE AND POPULATION 

I N CONSIDERING the influence of the geographic en- 
vironment upon international economic relations, there 
is necessarily also implied the social factor Out of and 
conditioned by the inorganic and organic environment 
human races and groups and therefore nations as well as 
individuals, probably emerged by a natural process like that 
which produced other organic development and involving 
the same phenomena of adaptation to environment and con- 
sequent differentiation. The process, from this standpoint, 
was largely economic, for national like individual struggle 
for existence is primarily economic Consequently the eco- 
nomic differentiation of nations and the resulting interna- 
tional relations, are both geographic and racial, and from the 
latter arise the questions of racial economic capacity and of 
the economic aspects of the problem of population Refer- 
ence to the pertinent phases of these problems will be of 
value iu^visiomng the fundamentals of world economy 

RACIAL ECONOMIC EFFICIENCY 

That various races have had differing economic ability, just 
as they have possessed varying characteristics'^of other sorts, 
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seem"^ highly probable. Nor may there be any exact cor- 
respondence between" their economic and other character- 
istics Thus, at least in a given period in history, a race 
may either accomplish much or possess an accumulation of 
accomplishments in what might be called the intangibles of 
civilization, as in art, or philosophy, while at the same time 
it may lack a higher degree of economic efficiency In gen- 
eral, however, it may be contended that no race can attain 
a high civilization of any sort without a more or less sub- 
stantial material basis, and that when there is a discrepancy 
between these two phases of development, with high in- 
tangible ” attainment, and economic impotence, an industrial 
background was laid in an earlier period At present China 
is generally thought of as a country of economic chaos, 
comparative economic stagnation, and consequently of po- 
litical instability, while it is equally recognized that the 
Chinese race has played an extremely important part in the 
historic development of civilization; but China’s earlier 
atttainments included economic ones, and it is therefore ^ 
possible to view her present difficulties as temporary 

Whatever may be the relation of material and immaterial 
civilization, the variation of racial economic capacity may 
quickly be observed by an actual comparison of nations 
That the races inhabiting the United States, Great Britain, 
Germany, France, and Japan, to mention only a few out- 
standing examples, must possess such capacity^ in a large 
measure may be assumed from their place in the family of 
economic powers, for the mere coincidence of such things as 
resources and trade facilities, however fundamental^ is in- 
sufficient to -explain their supremacy in the wcx'ld’s produc- 
*tio^ trade, shipping, and finance, andAheir leadership, 
whether always ethical or not, in the development of other 
regions ^ Unfortunately, this racial economic capacity must 
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be viewed only in the large, that is, qualitatively, rather than 
quantitatively, for there would appear to be no scientific 
method for its es*act measurement If absolutely accurate 
and comparable data were available for different countnes, 
it might seem possible to take estimates of total national 
resources, total annual average production, and total popu- 
lation and from these compute a kind of index of individual 
productivity in the different countries and by application of 
this index to known racial composition to estimate the racial 
capacity There are of course a number of estimates of 
national wealth as well as of national income for countries 
such as the United States, but the estimates of national 
wealth either are extremely rough and vague for potential 
resources or omit them entirely, and present almost innu- 
merable other difficulties of computation^ Further difficul- 
ties in such an attempt to compile an index would include 
the very mixed character of various populations and the 
inestimable intermixture of other factors than mere volume 
of physical production, such as attainments in finance and 
•transportation in the composite national business success 
An attempt has been made, based on a comparatively simple 
n?ethod " This takes a number of islands of varying types 
and lists for a given year their approximate exports per 
person in dollars and their estimated relative volume of 
possible products per square mile Assuming an approxi- 
mate accuracy of the figures the contrasts are very consider- 
able In the period adopted New Guinea had approximately 
five dollars worth of exports per person as against twelve 
dollars worth of possible products per square mile, whereas 
HawaiiTiad a ratio of four hundred to ten and New Zealand 
a ratio of two hundred to five, presumably indicating^ifie 

^ V idT mfra^ chapter on The National Economy of the United, States, 

- Huntington, E , and Williams, F. B , at , Clfhpter V 
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important commercial activity dt the people m charge of 
business affairs in the latter two countries The inadequacy 
of this ‘ method, however, is apparent, f6r, aside from any 
question of the feasibility of estimating the value of possible 
products per square mile, it is quite clear that the export 
trade of a regionus a very incomplete index to the character 
or even to the volume of its business This can be illustrated 
by reference to either the United Kingdom or the United 
States The former finds a remarkably large part of its 
'economic life involved in its foreign trade, and its total 
economic success may in one sense be judged accordingly. 
On the other hand, the United States is known to have an 
unusually great volume of business, having a total material 
product substantially above that ‘bf any other country and 
apparently relatively high in proportion to its population 
But it is also true, however vital its imports and exports 
may be m its economic prosperity, that the foreign business 

If 

of the United States is a relatively small part, perhaps nor- 
mally five to fifteen or not over twenty per cent of its total 
national business Its foreign trade is far from an index ^ 
to the economic activity of its population, and indeed is to 
a certain extent in inverse ratio to the latter when viewed 
in proportion to average income per person A highly de- 
veloped country like the United States, therefore, may have 
a tremendous volume of business and a probably corre- 
spondingly high racial economic capacity and yet may not 
evidence this capacity in its external activity ' 

It is practically impossible to conceive of an index which 
would be sufficiently accurate to produce a single mathe- 
matic;al ratio of racial economic success, due to the hetero- 
. geoi'ity of elements in such success, and it is almost equally 
difficult to discover sufficiently complete' and comparable 
statistics for various countries to which such a ratio could 
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be appliMy aside from the insuperable difficulty presented 
by racial intermingling in practically ev^ry country. M the 
modern process of improvement of collection and computa- 
tion of economic statistics goes on^ however, it is not without 
interest roughly to compare the various data for different 
countries to be found m various compilations ® Such a com- 
parison tends to afford definite qualitative, though not 
accurately quantitative, conclusions 

A further point is suggested in any speculative considera- , 
tion of this sort This is the question of the relative im- 
portance of the human factor and the geographic factor, 
which is somewhat analagous to the problem in other 
branches of thought of heredity versus environment. If a 
strictly deterministic or mechanistic view is adopted, the 
question is raised whether the total national economy of any 
given country is not entirely the product of its geographic 
setting, whether the recognized economic sucaess of an 
economically highly developed nation would not have been 
equally attained if that nation had been peopled by an en- 
tirely different race, since any race would have reacted 
similarly to the geographic conditions, the economic oppor- 
tunities, existing there The answer to such a question is 
as much conditioned by the point of view here as m the 
realms of biology and psychology There can be no doubt 
of the vast, and not always fully realized, determining in- 
fluence of geographic environment upon the economic des- 
tiny of nations, as briefly suggested in the foregoing chapter 

^ E g , c/ U S Department of Commerce, ^statistical Abstract of the 
United annual, especially tables on Commercial and Other Statistics 

of the Pimcipal Countries of the World’’ (<? g 1923 edition, pp ©850 
et seq ) , Statesmans Yearbook^ sections on economic statistics for vangu^ 
countries, U S Depaitment of Commerce, Commerce Yearbook^ part on 
“ Foreign Co€h tries ” 

NB — For further references and data, vide Appendix, present 
volume, mfia 
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Doubtless the various nations are racially what they are, 
m an economic way as m other wmys, m large measure be- 
cause of the environment, if considered m long-time per- 
spktive More immediately viewed, however, the differing 
racial characteristics must be conceded an important place 
m the explanation of given national economic development, 
and this is particularly borne out by the fact that certain 
nations have utilized inferior economic opportunities for 
high economic development, while others, with superior re- 
sources and other advantages, even climatic, have not so 
developed To say that they have been stimulated by 
necessity begs the question, for again in other cases compara- 
tive absence of economic advantages has not similarly 
stimulated To support the thesis that economic success is 
not to be explained exclusively in terms of geographic 
factors, it is probably only necessary to refer to several of 
the nations^ counted as economic powers of the present time 
and to observe that with many limitations in natural re- 
sources and other economic disadvantages they have ren- 
dered many other parts of the world economically tributary 
to them Reference may be added, by contrast, to other 
nations which are very similarly placed but which have 
remained in a minor economic category. 

The attempt at a measurement of this factor, cited 
above, includes the following remarks ^^The part played 
by a country in business depends upon the character of the 
people far more than on their number or their natural re- 
sources India has about forty times as many inhabitants 
as Canada and the natural resources especially Jdiose de- 
pending OP plants are probably greater but India’s foreign 
cuiiimerce is only about one and one-half times that of 
Canada. In other words, in this respect one person in 
Canada is nearly thirty times as important as one in India. 



35 


TI^E SOgiAL FACTOR 

In industrial business . . the ratio is probably about the 
same Cyprus falls much below what might be expected 
in view of its agricultural possibilities and its positon near 
Europe^ Africa, and Asia Its people are inefficient.” 
While any quantitative comparison of this sort is far from 
accurate, it suggests the application of a principle which is 
doubtless of much significance m the economic position of 
nations. 


ECONOMIC ASPECTS OF MIGRATION 

Any consideration of the problem of the effect of the human 
and social factor upon economic affairs particularly m their 
international phases, necessarily includes the economic 
aspects of movements of ^population Migration is a phe- 
nomenon with biological, social, and political implications 
and most broadly considered is a problem of general soci- 
ology, but its economic aspect is generally conceded a degree 
of importance which necessitates its consideration in a 
complete view^ of the background of international economic 
•relations The types of movement of population have been 
classified as invasion, conquest, colonization, and immigra- 
tion ^ These obviously may differ wudely in both their 
causes and their effects Invasion and conquest are best 
illustrated in the earlier periods of Occidental history. True 
colonization frequently if not usually is a movement of eco- 
nomically successful people toward a region of reasonably 
similar geographic conditions but populated by less ener- 
getic types, and in the strict sense is a group movement, 

^ Fc^««a general treatment of migration, esp immigration, cf Fair- 
child, Harry P , Immigration^ N Y , 1913, Ross, E A , The Old W %rld in 
the NeWy (sociological) N Y, 1914 For a biief statement, vide y S. 
Tariff Commission, Dictionary of Tariff Information^ 19^4? art on Emi- 
giation ancf'Immigration, pp 299--301 NB Vide also Appendix, present 
volume. 
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often fostered or effected artificially by governments. It is 
well illustrated m some of the first settlements of North 
America^, in the so-called colonial period On the other 
hand, immigration may be an inflow of either more or 
less successful types into a country of advanced civilization 
though less develq^ed resources dThe positive and negative 
causes of migration comprise political, social, and religious 
influences, but are generally admitted to be largely economic 
They include tempoiary natural calamities, such as drought, 
famine and flood, and under-development of the industnal 
arts, and recent collections of data indicate a relation to 
business cycles The most common basic cause is a general 
limitation of economic opportunity in the country of origin 
resulting fundamentally from a disparity in ratio between 
population and resources The possible effects are many 
and in case of non-assimilation and of so-called undesirable 
t>^es may even include subversion of government and in- 
crease m pauperism and crime Yet here again the economic 
aspect IS important and involves questions of labor supply, 
standards of living, and even an influence upon the inter- - 
national balance of payments through immigrant remit- 
tances ’’ 

Immigration in the narrower sense above implied, is 
usually considered as involving two advanced countries of 
more or less similar culture, one older and more densely 
populated, the other newer and possessing greater individual 
economic opportunity, for this movement more than the 
other types, is largely an individual one Further, it is the 
most distinctively peace-time type of population movement 
Emigration from Europe and immigration into th?^United 
* SUt-es comprise the most significant population movement m 
recent times. Similarly, the most important present-day 
governmental -policy for immigration restriction is that of 
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the Uiiited States, definitely established in 1921 Another 
example is that of the so-called White Australia J)olicy. 
On the other ha«id, policies of encouraging emigration are 
found in the case of Japan and, latterly, Great Britaip, as 
illustrated in the British Empire Settlement Act — if migra- 
tion from one part of an empire to another be considered 
true emigration, as it probably may be Italy has also re- 
cently developed an emigration policy, although in its latest 
form this tends somewhat more toward a colonization 
policy 

It has been asserted that international migration and 
international trade are the principal methods by which in- 
ternational economic equilibrium is sought, and therefore 
that protective tariffs which restrict trade and legislation 
restricting immigration are the two chief devices by which 
international economic equilibrium is checked and economic 
nationalism is preserved and promoted ^ There is much 
validity m this concept, for it can scarcely beMoubted that 
movements of population have a tendency toward leveling 
labor supply and labor conditions and rates, even though it 
IS somewhat difficult to measure this effect, and also difficult 
to determine the extent to which immigrants are economi- 
cally assimilated and the effect of the flow correspondingly 
neutralized, there must, however, be ultimate limits to this 
neutralization, for regardless of other factors such as larger 
use of capital, a country could not indefinite^ receive large 
additions to its population without its labor supply being af- 
fected Up to a certain point influx of population into a 
country of relatively low population density and high living 
stand^ftcis may not result in a fully corresponding reduction 
of wage levels and working conditions, if the immi^rants^ 

® Fd^ a discussion from this \ie\^ point, ‘vtde Grunzel, Josef, Economic 
P} otecUomsm^ N Y, 1916, esp pp 1 00-121 
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become adapted to the new conditions and contribute to a 
regimt of continued progress in industrial invention and of 
use of capital goods m the form of labor-t^aving devices — 
for J:o a considerable extent m the process of production 
one production factor, such as land (which is limited unless 
the advance of applied science, indicates a potentially 
unlimited supply of natural resources) or capital (the in- 
crease of which is less limited) may be substituted for an- 
other, such as labor. To a certain extent it is true that an 
economic assimilation of this sort, for example, has taken 
place m the United States Nevertheless large and con- 
tinuously unchecked migrations must have somewhat of the 
leveling effect m,entioned 

This applies most noticeably to® the country of immigra- 
tion, and in recent times has been most discussed in that 
connection But it has a possible bearing also on the 
country of emigration Abstractly it would be supposed 
that the effect in such a country would be the reverse of that 
in the country of immigration, and a crowded population has 
been used by governments both as an excuse for acquisition " 
of colonial territory which would serve as a so-called outlet 
and as a basis for a policy of encouraging emigration not 
only to colonies but to the home territories of other nations. 
The colonies-for-outlets argument has been cited, if not by 
the governments themselves at least by publicists, In the 
case of a number of colonial powers, but it is perhaps most 
familiar in the case of Japan and her acquisition of territory 
from China Again, although the British Dominions have 
already received considerable numbers of English persons, 
in the ^recent consideration of the post-war unemployment 
4)rob]j^m m the United Kingdom (as at the Inter-Imperial 
Conference) and in the Empire Settlement Act, ^further 
steps have been- taken to promote greater migration from the 
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mother-country to such^ countries as Australia and New 
Zealand In still another case the^ premier of Italy has 
spoken of crowded conditions m that country and hhs tended 
to evolve a policy of encouraging emigration^ or of group 
colonization However, while it would be difficult to com- 
pute statistics to discloseut, it would app<?ar, while immigra- 
tion has doubtless had important effects, that emigration 
scarcely has had any appreciable result in the way of reliev- 
ing economic conditions at the point of outflow Presumably 
natural expansion soon offsets the outflow Emigration has 
been extremely limited in the case of colonies of sharply 
different climatic and other geographic conditions, and even 
where these conditions are substantially similar it has not 
attained the proportions lhat might have been expected, the 
truth being that colonies in recent times have been relatively 
little utilized as population outlets and much more em- 
ployed as sources of raw material, markets for home prod- 
ucts, and fields for the extension of enterprise Thus while 
immigration has probably had considerable Sffect in 
some cases, emigration in recent times has seldom seemed 
to assume such proportions as to have the supposedly 
desirable result, although it is impossible to say how 
much greater the congestion problems might have been 
without it 

Everything considered, and with appropriate limitations, - 
it may be asserted that migration does tend to some labor- 
leveling effect, if it IS sufficiently voluminous, as in the case 
of the concentration of the flow for some decades toward 
the United States, and to the extent it has not been offset 
by other factors But m examining the processes whicJi tend 
to equalize economic conditions throughout the vs^kiis'* 
countriae, it is a fnistake to emphasize one factor in produc- 
tion at the expense of the others It is true that land, in 
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the narrower sense, cannot be Wved, but land ^ in the 
econolnic sense is less rigid than is sometimes supposed, at 
least It is true that there is in modern timeg a growing scien- 
tifiaand economic facility for foreign exploitation of natural 
resources and for, not transplanting but transporting, raw 
materials And one of the most significant international 
economic developments in the present era is the greatly 
increasing extension of capital and enterprise from one 
country to another. While much has been said of the 
mobility of labor and its international application, there is 
also such fluidity of capital and enterprise to be taken into 
account, and this fluidity is m evidence in increasingly large 
proportions on an international scale It may be argued, of 
course, that these factors are not* so distinctive as labor, 
that given units of them do not so much retain their original 
distinguishing characteristics, yet at least entrepreneurs 
have distinctive qualities In any event, the gi owing inter- 
national flow'of these factors, especially assuming a certain 
degree of interchangeability of the factors of production, 
suggests that migration is at least not the only process which 
if unchecked tends to break dowm the economic barriers 
between nations and to bring about international economic 
equilibrium It m.ay even be questioned whether the natural 
obstacles to the flow of populations are not greater than 
those in the latter case, whether for example the hesitancy 
of an individual laborer in making a decided change in his 
abode is not in general greater than the hesitancy of the 
capitalist because of unfamiliarity or risk in making foreign 
investments or even of the entrepreneur m sojourning in a 
distant land. It may well be in the future, if it is not’already 
«true,^that migration will be of much less economic impor- 
tance than international extension of enterprise. 
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Immigration in the United States 
Immigration is best illustrated in modern times by the 
steady influx of European peoples into the Umte'd States 
until the recent passage of restrictive legislation, and" the 
American immigration phenomenon may be briefly examined 
here ^ 

Since the United States is a comparatively new country 
it is obvious that immigration has played an especially im- 
portant part in its development and its total national life 
In a sense nearly its entire population is either immigrant or 
of immigrant descent, although the movement of the earliest 
period may be termed colonization For approximately a 
century the tide of immigration into this country has, with 
temporary interruptions like that of the Civil War, flowed 
inward in a more or less steadily increasing volume It 
reached its peak in 1914 with the incoming of over 1,200,000 
persons who constituted 122 per cent of the slightly more 
than 110^000,000 population of the date ’’ The World War 
necessarily checked the increase, but it was evident that 
there impended at the close of the War a further increasing 

^ For statistical and other data, viie Annual ReforU of U S Co?n- 
mi^sioner General of Immigration ^ U S Industrial Commission^ Repoit on 
Immigration^ Vol 15, 1901, U S Immigration Commission Reports^ 41 
Vols , 1910, esp Vol 5 — Dictionary of Race:, or Peoples^ Vol 19 — Sum- 
mary Report on Imnv grants in Manufacturing and Miring Industries^ Vol 
I — ' dhitract of Reports of Comnv^sion Condmiom and Recommen- 
danonSy and Vol 2 — /Abstract continued, U S Department of Commerce, 
‘‘ One Hundred Years of American Immigration ” (summary statistics) m 
Commerce R&portSy October 29, 1919, “The Immigration Question,” in 
Comiricrce Monthly, November, 1922 

For geneial discussions, ci Commons, John R , Racec and Immigrants 
in Amemca, N ¥,1907, David, Philip, Immigration and Americaniza- 
tion (Sfdhrtted Readings), Boston, 1920, Jenks, J W, Lauck, T J, and 
Smith, R D, The Immigration Problem, N Y, 1922 Ako, Stei?ier, Ed- 
ward A, On the Tiail of the Immigrant, N Y, 1906, Warne, Fr^nk 
The Immigrant Invi\non, N ¥,1913 NB Vide also Appendix, infra 
^ Figures and percentages in this section from Commerce Monthly ^ 
op Lit 
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influx Previously laws had befo enacted effecting some 
qualitative restrictions along the lines of health, character^ 
and literacy, but these had had no apprediable result in the 
volume of the movement Following the war, various argu- 
ments, political, social, and economic, for and against immi- 
gration restriction., finally resulted in the so-called Three 
Per Cent^^ Law of 1921, a quantitative restriction measure 
more or less drastic in effect The evolution of national 
attitude which finally resulted in this measure is interesting 

In the vei-}^ beginning of the nation’s history immigration 
•was not only greatly needed for the development of the 
country ^ but highly favored, alike by the comparative 
political and religious freedom and by an abundance of 
economic opportunity so great that for decades it remained 
a byword After several generations this contributed to a 
considerably greater density of population Persons per 
square mile increased from 6 i in 1800 to 25 6 in 1910 But 
this population density still remained much less than that of 
most of /he European countries ^ and reference to the abun- 
dance of natural resources in the United States continued to ^ 
be a commonplace 

However, American national economy was gradually 
changing from the frontier type to a more mature kind that 
may be called an industrialized ” one,^® which involved a 
noticeable limitation of certain resources, a taking up of 
unoccupied lands, an increasing relative importance of manu« 
factunng as compared with agriculture and extractive indus- 
tries such as mining and lumbering, an increasing supply 

^ It may be recalled that Alexander Hamilton m his famous Report 
on Manufactures listed the encouragement of immigration as^ie of a 
number •■of desirable objects to be attained by industrial development by 
•^meajis^of tariff protection 

^ Cf Statesman^ ^ Yearbook^ aanous countries ^ 

For an account and analysis of this evolution, <vtie infra j chapter 
on T/ie National ‘Economy of the United States 
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of labor, a growing class Consciousness on the part of labor 
particularly as expressed in the labor organization move- 
mentj and many\)ther changes which tend to mabe Amer- 
ican economic conditions less extremely unlike thos^ of 
Europe In shorty on the basis of application of an overflow 
of European population tg the tremendous resouices of this 
new hemisphere country, and of certain distinctive factors 
such as American inventiveness and progressiveness, the 
Industrial Revolution, at first slightly delayed, was rapidly 
running its course in this new world, even though with cer- 
tain native characteristics 

This fundamental evolution had its gradual but inevitable 
effect upon national policy and national sentiment By the 
beginning of the twentieth century a growing interest m the 
so-called immigration problem in its various aspects was 
apparent An increasing nationalism led to arguments in 
favor of immigration restriction upon social and political 
grounds, it began to be asserted that there was danger of 
dilution and contamination of national cultured^ and of sub- 
• versive political movements on the part of foreign popula- 
tion elements which had not or could not be assimilated 
Aside from these general arguments, there was a cr^-stalliza- 
tion of the immigration question along economic lines While 
some employers, though by no means all, tended to favor 
non-restnction m order to insure a continued supply of labor, 
especially of the unskilled type, labor organizations gener- 
ally came vigorously to advocate restriction on the grounds 
of the menace of competition of cheap European labor and an 
ultimately resulting reduction in American wages Of more 

One literary critic has attributed the supposed \ulga*rity of \:urrent 
literature to this cause 

Certain of th% unions of highly skilled \^orkers did not fear un- 
skilled competition and did not feel the necessiU of taking thxs stand 

The United States Immigration Commission was organized in 1907 
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basic importance than this, was tne increasingly thoughtful 
analysis of ail phases of national economic conditions, upon 
the basis of which came advocacy of restliction because of 
the .general possibility of a reduction m standard of liv- 
ing, not so much directly as a result of competition of low- 
standard individuals in a given industry or section, but more 
indirectly through the ultimate reduction of resources and 
increase of the population-resource ratio. 

This crystallization of the immigration question was ac- 
celerated by a change m the racial type of immigrants being 
received. Roughly, the change was a shift from north- 
western Europe to southeastern and eastern Europe, as the 
principal source of these additions to the population of the 
United States The shift probabl3^has been somewhat exag- 
gerated at times, but its occurrence is demonstrated in the 
fact that people from northwestern Europe made up 12 5 per 
cent of the foreign born population in 1870 and only 7 3 per 
cent m 1910, whereas people from southeastern and eastern 
Europe composed only o 3 per cent of the foreign born popu- 
lation in the former year and as much as 5 5 per cent m the 
latter year. This phenomenon was cited by the advocates of 
restriction to show not only that the immigrants weie com- 
ing m greater numbers but that they were of an increasingly 


and se\eral \ears later, after exhaustive in-vestigations, tendered its man^;^- 
\oiume report Its findings (vide esp Vol i, op cd ) favored immigia- 
tiOn restliction for economic reasons, and contained, in brief, the follow- 
ing- conclusions (i) The chief causes of the emigiaUon have been economic 
{ z) The character of American immigration has been changing, moie of 
the immigrants coming from southeastern Europe (3) The entiance into 
American industn of large numbers of the new type of immigiants has 
tendcd^to expose American workmen to unsafe and insanitar^^'working 
condit’bns, introduce lower standards of living, displace native or older- 
ty^e "tmmigrant labor in certain occupations and indu'=tries, weaken labor 
organizations, prev^ent increases in wages in ceitam instances (4) Im- 
provements in conditions and increases m wages hav^e been accomplished in 
spite of this immigration, rather than because of it 
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undesirable type The argument that such racial groups are 
actually undesirable is extremely difficijlt to prove with^ny 
scientific accuracy, and recent sociological and medical in- 
vestigations along the lines of pauperism and other indigency, 
crime, disease, and political radicalism have given rather 
mixed results when a racial classification was adopted But 
this does not prevent the formation of general opinion and 
sentiment, and a swinging away from the conception of the 
United States as the world’s melting pot,” to a conviction 
that too great racial intermixture cannot be successfully ac * 
complished, in spite of a viriLty thought to result from a 
moderate combination of different stocks All of these social 
and political aspects of the immigration problem are simply 
alluded to here, as phases^which have been so important in 
their bearing on the crystallization of national policy that 
their part in it must always be recognized 

Of greater significance from the present viewpoint is the 
question whether certain racial types have been economically 
more or less desirable, yet here again satisfactory »data is 
* scarcely available for any scientific estimate This again is 
like the immeasurable problem of racial economic capacity 
Standards of living, however, may be fairly well estimated 
In the truest sense a standard of living probably implies a 
greater or less abundance and variety of consumption of 
goods and services, which cannot be measured exactly Per 
capita income is doubtless the best single index, this too has 
to be^ estimated rather than compiled as a direct census rec- 
ord, but existing estimates are doubtless fairly accurate and 
they necessarily furnish a key to living standards, if when 
used m a comparative way due allowance be made for dif- 
ferentials in the buying power of different currencies ®De- « 
spite its^ trend toVard industrialization, the United States, 
partly by means of its increasing development of natural re- 
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sources, has maintained the highest per capita income of any 
country m the world, in July, 1919, it was $335, as against 
$263 f6r Australia, $243 for the United Kingdom, $185 for 
France, $146 for Germany, $112 for Italy, $102 for Austria 
and Hungary, and $29 for Japan This necessarily implies a 
lower average standard of living for persons coming from 
any other country to the United States, and one much lower 
from some countries But how easily these immigrants can 
be assimilated in an economic way, for example how quickly 
they raise their standards of living, is another question, 
which depends upon inherent qualities impossible of exact 
calculation Interesting attempts are now being made to 
compile data which will make possible definite conclusions 
concerning the exact economic cJuses and effects of migra- 
tion, but such analyses as yet have not been developed 
sufficiently to afford a final quantitative answer to the 
question 

These arguments, however, made with increased vigor 
in the first two decades of the twentieth century, led to im- 
migration restriction Before 1900 there were laws concern- 
ing importation of contract labor and other less important 
matters^ and restriction of immigration from certain Oh- 

Cl S publications of the National Industrial Confeience Board, 
N Y T/ie hnmigratron 'Problem^ Research Report No 58, May, 1923, 
PtGCeediiigs of the National Immigration Conference^ N Y, Decembei, 
^9^35 Special Report No 26, February’’, 1924, Social A ieqnacy of Foreign 
Nationals tr Aie United States — A Critical Revie-w of “ Analysis of A men- 
ca'^s Modern Melting Potf^ Special Report No 28, May, 1924 In JVlt gra- 
tia n and Businesi Cycles (by Harry Jerome, with foreword by Wesley C 
Mitchell), the Board shows a close relation between the cjclical oscilla- 
tions of employment and those of immig-ration and emigratipn, and a 
moderately close resemblance xn the respective seasonal fluctuations, with 
considerable reason to believe that this similarity, particularly in the 
c\ol flal oscdlations, is due to a sensitiveness of migration to employment 
conditions,’’ with indications that this response may have ceu-^am disad- 
vantages, as for example in contributing to inflation and lessening the 
pressure for regularization of industry ” Vide also Appendix, infr "a 
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ental countries was effected by special agreements and laws 
Subsequently there were legislative attempts at both quali- 
tative and quantitative reduction and m 1917 a 1 S.W was 
passed which set up a rather mild literacy test Finally in 
1921 there was enacted the ^Hhree per cent law/’^^ The 
quantitative restriction of 4 his measure ar?d its attempt to 
obtain a higher proportion of the former racial types, that 
is, the so-called desirable types,’’ is illustrated by its limi- 
tation for any fiscal year, of the number of immigrants of 
any nationality to three per cent of the number of foreign-* 
born persons of that nationality present in the United Slates 
in 1910, (ie. as determined by the United States census of 
1910), with certain exceptions for neighboring countries in 
the western hemispheres®"^ A law of 1924^' narrowed the 

A a Act to Limit the hnmigraHon of Aliens Into the United dates ^ 
H R 4075, 67th Congress, Public No 5, approved May 19, 1921, esp 
Sec 2-a 

For a list of quotas for the \anous nationalities for ^1926-27, ^^lie 
U S Dept of State, Statement Shovsing Status of Immigration Quotas for 
tJ^e Ftical Year Ending June 30, In Tho^e Countries Fron^ Which 

Reports Have Been Received^ February 19, 1927, statement shox^s total 
*]uota, number of quota immigrant visas granted (preference and non- 
pi efcrenct) and balance on indicated date Exceptions to the percentage 
reckoning (Sec 2-a) included (1) government officials, etc, (2) aliens 
in continuous transit through the United States, (3) aliens admitted who 
later go in transit to another country, (4) aliens visitmg as tourists or on 
business, (5) ^‘aliens from countries immigration from which is regulated 
in accordance with treaties or agreements relating soieK to immigration ”, 
(6) “aliens from the so-called Asiatic barred zone”, (7) “ abens who 
have resided continuously for at least one )ear immediately preceding the 
time of their admission to the United States m the Dominion of Canada, 
Newfoundland, «the Republic of Cuba, the Republic of Mexico, countries 
of Centitil 01 South America, or adjacent islands”, (s) aliens under 18 
years of age who are children of United States citizens Whth the exception 
of “American neighbors,” it is seen that these variations aie relatively 
minor » 

The Act also provided that nationality should be determined by country 
of birth ® ^ 

An Act to LimiUthe Immigratioii of Aliens Into the United States^ 
And for OtlTer Purposes, H R 7995, 68th Congress, Public No 139, known 
as the ^Hmmigratwn Act of 192^,” approved May 26, 1924 The quota 
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restriction to two per cent of the number of foreigmborn in- 
dividuals of the respective nationalities, as determined by the 
census 'of 1890. It shifted the basis of computing the ratio, 
the previous basis had been the actual number of foreign- 
born of the various nationalities, while the new scheme, 
known as the '^mational origin V plan, provided that after 
June 30, 1927, the world was to be divided into geographical 
areas and admissions were to be based on the number of in- 
habitants of the United States in 1920 whose birth or ances- 
""try was traceable to such areas But the immigration pol- 
icy of the United States is still the subject of much debate 
and IS generally regarded as being in a state of transition 
And m these considerations the economic aspect of the ques- 
tion 13 more and more emphasized It has been a popular 
belief that much emigration from Europe to America has 
been inspired by a desire to escape persecution, religious and 
political. This may have been true in the mam with respect 
to the earliest colonists But the economic motive has al- 
ways Been an important one and is increasingly so today 
Thus the traditionally economic character of migration^ 
the fact that it results to a large extent from population pres- 
sure in countries of relatively low-resource-per-person ratio 
and to a large extent leads to an overflow toward areas of 
relatively higher resource-person ratio, is reemphasized in 
the most important migratory movement of modern history 


pro\isiop (Sec ii-a) ^^as, “ per centum of the numbet'of foieign-born 
indi\ iduals of such nationality resident in continental United States as de- 
termined by the United States Census of 1890’^ But the ratio provision 
(bcc ii-b) v-as annual quota of any nationality to be “a number which 
bearsyhe same ratio to 150,000 as the number of inhabitants m Continental 
United State^in 1920 hating- that national origin bears to the number 

cf 'inhabitants in continental United States in 1920’’ 

This plan, it has been asserted, is unworkabfe and should be changed 
Certainh foieign ancestry is more difiicult to trace, for administxative pur- 
poses, than foreign birth 
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Further; such a pressure may tend to be exerted inwardly 
and result in necessary economic and ^sociological readjust- 
ments if the areas of low pressure with sufficiently^ similar 
climatic and other basic conditions are inaccessible eithei; by 
national restriction or by an ultimate process of equalization 
of pressure It may be contended with considerable plausi- 
bility that, in the illustrative case of the United States, there 
must ultimately be either non-restnction with a continuation 
of the process until the resource-per-person ratio and the 
standard of living of the country of immigration is reduced 
to a level approximately like that of emigration countries, or 
restriction Many special factors, such as greater individual 
inventiveness and efficiency and larger use of capital in such 
forms as machinery, in proportion to labor and even to land, 
in the country of immigration, might greatly delay the ulti- 
mate completion of such a non-restnction process, postpon- 
ing it for generations or longer But when there is increasing 
realization in the immigration region that thal country is 
showing unmistakable evidence of the evolution m^its eco- 
* nomic structure which is apparent m the economic history 
of the United States, it is extremely likely that restriction is 
or will become a fixed policy ior the next period in that his- 
tory, without regard to the arguments of sentiments or gen- 
erality for or against it. 

Economic idealism, based upon beliefs in equality of eco- 
nomic opportunity or upon the more cosmic concept of world 
unity^with free interflow of people as well as of goods, may 
offer non-restriction arguments. Indeed in the immeasurably 
distant future such a unity may be accomplished, and that 
througfi the very compelling but tremendously tedious urge 
of the basic processes which are the subject of this stuc^. 
But for. considerable periods to come, and so long as the 
world IS divided into units of such considerably competitive 
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character as at present, immigration is likely not only to be 
influenced by varymg^national economic conditions but to be 
both a bubject of national legislation and a source of some 
difflciilty m the relations of nations The very tendency 
toward an equalization of such varying conditions, however 
much it may be wisely retarded -by a reasonable degree of 
economic nationalism from effecting too violent adjustments, 
gives further glimpse of the natural forces working toward 
the leveling of the compartments of international economy. 
On the other hand, it would doubtless be entirely fallacious 
to suppose that the migratory movements of populations, if 
unrestricted, would spread out equally and universally among 
the nations Indeed, the large currents of migration of re- 
cent history have been largely corfSned to a few mam chan- 
nels This is for the simple reason that basic conditions do 
vary wudely throughout the different countries, and that the 
races themselves are sharply differentiated. For example^ 
even if there were no restriction whatever, and despite the 
fact of -lesser density and greater economic opportunity, a 
very large flovr of population from certain non-European* 
countries to the United States would be highly unlikely, the 
existence of the African element in this country is largely 
due to the special system of importation of slaves in a 
certain period There are natural limits to migratory move- 
ments. Regional specialization, then, extends not only to 
types of resources and products, but as well to races and 
racial conditions, and the differentiation of national econ- 
omies is as natural upon this basis as upon others. 

RESOURCES AND POPULATION 

Np consideration of the factor of population in world econ- 
omy would be complete without mention ''of the broad and 
much-mooted question of the relation of resource-supplies 
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and population expansion, already touched upon in the im- 
mediately preceding paragraphs Thc^ more general phases 
of this question are not directly among the objects of this 
study, but they have implications m international econdmic 
relations which claim attention 

Modern speculation along these lines ’practically dates 
from the first exposition of the now famous Malthusian doc- 
trine/^ which may be roughly summarized by saying that 
population tends to increase more rapidly than means of 
subsistence, the contrast being one of a geometric ratio and 
an arithmetic ratio, with the result that there must be either 
corresponding natural checks or various kinds of artificial 
checks on population expansion — a doctrine not entirely 
unrelated to the Darwinian theory or struggle for existence 
and survival of the fitter, and perhaps not without some 
connection with economic theories such as the wage-fund 
doctrine and the iron-law of wages Subsequent con- 
troversy has involved both support of and attack upon the 
Malthusian concept Arguments advanced have included 
*the idea that individual conflict has been replaced by co- 
operation within groups, that the growdh of functional di- 
vision of labor wnthm the group brings this about, that as 
civilization advances these groups expand and become na- 
tions, that the groups or nations rather than the individuals, 
become the competing units, and, applying the reasoning to 
national affairs, that the pressure is toward nationalistic com- 
mercial policies There is much logic in this reasoning, al- 
though individual competition has by no means disappeared 
It may also be contended that the steady growth of inter- 
national division of labor, functional and especially (by its 
very nature) territorial, offers increasing opportunity for "the 

Maithus, Thos R , E^say on the Ertnctfles of Population as It 
Affects the Future Improvement of Society, London, 1798 
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cooperative group to become, not national, but world-wide, 
that is, for world economy to emerge N careful examina- 
tion of the world economic structure, as it evolves, more and 
more affords conviction that this is largely, though not yet 
completely, true; later chapters in the present study point 
in this direction ^ Nor is it necessary to show sameness of the 
parts of world economy to prove this; rather does the eco- 
nomic structure of the world essentially depend upon the 
very differentiation of its component local economies for its 
degree of coherence and unity 

But such reasoning, though most fundamental for pres- 
ent purposes, leads awmy, somewhat, from the initial ques- 
tion as to whether the supplies of commodities available 
permit or check expansion of population This problem has 
been approached by a number of modern writers, through 
various avenues Such approaches deal somewhat with 
the human pr sociological phase of the matter, but, in keep- 
ing with the trend toward objective, material analysis, tend 
to stress the sustenance phase, that is, they consist a good 
deal of surveys of the possibilities of increase of supplies of 
materials Such inquiries center around two mam possi- 
bilities : ( I ) the development of the mineral and organic re- 
sources of areas of the world now little used or practically 
unused, and ( 2 ) the further advance of applied science. 

For general discussion, cf Isaacson, Edward, The Malthusian 
Limit j London, 1912, Rageot, Gaston, La Nationahte^ Les Lois Eco- 
nomtqtie ei Ps^chologiquej Pans, 1918, Carr-Saunders, A , T/^e Popu- 
lation Problem^ Oxford, 1922, Cox, Harold, The Problem of Population^ 
London, 1922, Reuter, E B, Population Problem, Philadelphia, 1923, 
Wright, Harold, Population, N ¥,1923, East, Edward M , Mankind at 
the Cross-Roads, N Y , 1924 For works containing estimates and compari- 
sons^ of population and rate of increase for various principal countries at 
Various dates, ^aide Most, Otto, Bevolkerungswissenschaft, Berlin, 1913, 
^sp pp 39) Newsholme, Arthur, The Declining^ Birth Rate, N ¥,1911. 
For a brief statement, with statistics, U S Tariff Commission of cit , 
p 574 N B Vide also Appendix, infra 
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The former has to do with such regions as Siberia and^ espe- 
cially, the tropiQS. The extensive ti'opical regions of the 
world, it is aigued, contain tremendous areas of fertile soil 
and vast opportunities for the expansion of forestry^'and 
agriculture, on the other hand it is contended that the po- 
tentialities of such areas have been exaggerated, that such 
soils have been leached by excessive heat and rain, and that 
climatic conditions, by heat and disease, impede economic 
activity, especially on the part of the enterprising peoples 
of the temperate zone The argument m favor of solution 
of the problem in the laboratory points to the steam-engine, 
electricity, and other major and thousands of detailed inven- 
tions and improvements in industrial mechanics and chemis- 
try which have appeared m an increasing number since 
the beginning of the Industrial Revolution, stresses the new 
synthetic method of production, and, referring to transmuta- 
tion of matter and the electronic thesis that matter is merely 
a form of energy, indicates the problem as one of energy- 
supply, with even possibilities of photosynthesis from the 
sun’s rays and perhaps of capturing the energy in the ocean- 
tides, such an argument reaches its climax in the supposi- 
tion that in a single atom is a staggering amount of energy, 
which only needs release and utilization Opinion, how'- 

A recent article on the possibilities of artificial utilization of solar 
energy, from the pen of a chemist rather than an economist, after giving 
a re\enue and expenditure account for a leaf,” reads, in part, as follows 
It is thus eyidert that the pioduction of food by agriculture is, in a 
physic-al sense, inefficient — It is b\ no means hopeless foi the 

chemist to expect ultimatelx to de\eiop processes for the storage of solar 
radiation that will be far more efficient than the net resiik of agriculture 
\yith such stores of energy acailable, the chemist can produce the 
primary' food materials e\en \\ithout resort to coal, oil, and water, power 
It will not be necessary to supplant agriculture, but rather to suppler^ent it , 
by relie\ing it of the burden of producing all the wmild’s food calones, 
perhaps leaving to it the task of producing the foods that gi\e color and 
flavor and tickle our fancy and our palates What is most probable 

IS that practical application will wait on economic necessity ^ . The 
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evei j 4ivides^ and less optimistic estimates predict or endorse 
natural or artificial control of increase of p9puIation While 
some of these attempted analyses and forecasts are made by 
chemists and engineers, too many of them are indulged in 
by those who are not directly familiar with the sciences con- 
cerned, however nWh such speculations may bear on studies 
of national economic and political affairs, so far as techno- 
logical methods of dealing with resources are concerned, they 
aje scarcely to be made in the first instance by economics 
and political science, which in these matters are dependent 
upon such fields as industrial chemistry and engineering 
Reverting to the more purely economic aspects of the 
problem, especially those aspects^ of international impor- 
tance, consideration returns to questions similar to those 
touched upon in treating of emigration and immigration It 
IS generally asserted that a certain density of population is 
necessary for^appreciable economic development of a nation 
But, it is argued, if the density is too great it exerts a pres- 
sure on resources and results in a lowering of the standard 
of living, and it is sometimes further contended that dis- 
parity between different countries m this respect causes a 
struggle, in the form of industrial competition, between low 
standard and high standard countries As a matter of fact 
there are natural limits to such a process. In the first place, 
as remarked above, it is possible for an increased use of 
capital and a steady advance in industrial science at least 
partly to offset the pressure upon the standard of living;- this 


soluUon o£ the %%orld's food and fuel problem will be the same JVhen it 
IS achie\^d, a more profound social revolution must follow than followed 
^the invention of the steam engine, for the importance of land and agricuU 
tuie vill diminish, and it will remove to a far more distant hoiizon the 
bounds that now tend to limit the growth of poputation ” — ^ Alsberg, 

Carl L , Progress in Chemistry and the Theory of Population,^’ in In- 
dmtual mid Engineering Chemistry^ Vol i6, No 5, p 524, May, 1924 
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has been largely true thus far in the economic evolu^on of 
the United States, though how long th^ offsetting process can 
continue is open to question In the second place, consider- 
mg the same principle in its application to international 
competition, it should be borne in mmd that this same relief 
of the pressure may not only check a lofvenng standaid of 
consumption, but, specifically, may result in coirespondingly 
greater efficiency m production, both directly by means of 
substitution of capital for labor and indirectly by means of 
a greater labor efficiency resulting from a higher standard 
of living This is fairly measurable in given instances For 
example, if it be assumed that the sparseness of population 
and the wage-level and standard of living m a European 
coal-producing country are approximately half as great as 
in the United States, it may also be possible to discover a 
coal output per mine laborer twice as great m the latter 
country, presumably due (aside from such faptors as rela- 
tive depth of mines) to greater labor-savmg devices em- 
ployed m American mines and to greater capacit^^^ of the 
x'lmerican laboier because of the physiological and psycho- 
logical effects of his higher standard of living In such a 
chse, theiefore, the monetary costs of production may prove 
to be approximately equal, with any differential advantage 
m world marketing due to some other factor such as trans- 
portation charges, and without any necessarily disastrous 
competition of the industry in the country of denser popula- 
tion against the industry in the country of less dense popula- 
tion All the factors m production need constantly to be 
borne in mind In a word, monej^ wages are not necessarily 
m proportion to labor cost ( in money) , and labor costs are 
not the only costs in production, and these consideralicms ' 
must be*taken in£o account in treating of the effect of popu- 
lation density upon international industrial competition. 
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Simpk as such a principle may seem, too often analyses of 
this and similar problems in international ef.onomic relations 
are undertaken without allowing for all the factors con- 
cerned This particular point is partly illustrated m the as- 
sertions regarding national tariff policies, that protective 
tariffs are desir&le in order to protect cheap labor 
against competition from high-priced foreign labor and are 
also desirable m order to protect high-wage labor against 
competition from cheap foreign labor On the other hand, 
it can scarcely be doubted that if the process is not offset by 
the other factors just discussed, industries of low standard 
countries do tend to set up difficult competition against those 
of high wmges, actual examples may be found in recent in- 
stances in international trade As is so often true in the en- 
tire international economic process, abstract tenets cannot be 
laid down too generally, examination of each given case is 
necessary — more and more quantitative analysis is needed 
in this field — a principle may be valid but may have to be 
considered along with other principles also operating 

•Most important from the present viewpoint is the fact 
that differing population conditions in various countries con- 
tribute greatly to industrial specialization, to the differentia- 
tion of national economies, which is the primary reason for 
international commerce In the first place it is doubtless 
true, regardless of any question of varying degrees of eco- 
nomic efficiency of different races, that the people of different 
nations have distinctive economic proclivities which are ex- 
pressed in diversity of products, as in the case of the so- 
called French genius for the fabrication of numerous artistic 
^ articles, the^ much-discussed capacity of Americans for the 
organization of mechanical industries lending themselves to 
mass production, or as in the even greater contrasts iDetween 
say Persian rugs and German chemicals But considering 
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only density of population/ it is well recognized that a very 
considerable density is necessary for the growth of mociern 
manufacturing industries, since a concentration of labor 
supply in centers of production is essential for industriali- 
zation,” that is, for the greater development of the manu- 
facturing industries All nf the truly industrialized coun- 
tries, that IS, those in which manufacturing has come to have 
a relatively predominant place in the national economy, as 
in the case of the United Kingdom, Germany, and various 
other countries of western Europe, have comparatively 1 
very dense population, and in the United States density is 
increasing at the same time that manufacturing, already 
very large in an absolute sense, is becoming proportionately 
greater in the national ec<5nomy Population density alone 
does not produce such a development, but along with other 
factors it contributes heavily to it and other things being 
equal tends to create it This causes a most fundamental 
diversity m the industrial character of national economies, 
which for some purposes may be divided between thc^e of m- 
’ tensive and those of extensive production Manufacturing is 
per se intensive, and under the same conditions which create 
iP other industries tend to become relativel};^ intensive, even 
including agriculture, which, by its nature generally tends 
to be more extensive, this is illustrated in the European de- 
velopment of dairying rather than cattle ranching and of 
beet-sugar production as contrasted with cane-sugar pro- 
duction Smaller proportions of land, and larger propor- 
tions of labor or capital or both, make for the intensiveness 
of industry in general The differences in these conditions 
probably account, in fact, for the greatest contrasts in mod- 
ern national economies This principle in turn afford^ one 
of the most fundamental bases and explanations of inter- 
national commerce, for a large part of present-day interna- 
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tional trade consists of an exchange of unlike products of 
countries of intensive and extensive production, of “ indus- 
trialized ” and “ frontier ” countries, of countries of dense 
and countries of sparse population, consists in short of ex- 
change of finished products and raw materials, the excep- 
tions, such as that of competition rather than exchange be- 
tw’een beet-sugar and cane-sugar production, merely serve 
to prove the rule, which is borne out by the statistics of im- 
ports and exports, by commodity groups, of the pimcipal 
countries In addition to this, however, it should also be 
observed that there are special industries that are of 
much importance m certain non-manufacturing countiies, 
which in their present form are dependent upon a large 
and frequently exceptionally chea^i labor supply, but which 
might not so strictly fall within the intensive category 
These are especially found in parts of Asia where the popu- 
lation density is very high, and are illustrated in the cases of 
silk and rubber. For example, the American plan for de- 
veloping rubber production in the Philippines even, appears 
to find one of its chief obstacles at the moment in an insuf- 
ficient supply of labor of the same degree of cheapness of 
wages as that m Jlalaysia. But again the same fundamental 
point IS illustrated, namely distinctiveness of industries and 
products Viewed^ therefore, from any one of a number of 
angles, perhaps differences in racial make-up, and certainly 
differences m density, of population constitute a powerful 
factor in the international industrial differentiation which 
so largely underlies international commerce 

This industrial differentiation resting m large part upon 
the basis of population conditions, vnth its consequenreffects 
' upon the character of the commerce of nations, is not en- 
tirely confined to single industries, but tends m naany in- 
stances to become a matter of differentiation of national m- 
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dustrial structures as a whole, with a corresponding tre^d of 
change m both the character and direction of external trade. 
Both of these phenomena, that is the industrial structure and 
trend of national economies and the corresponding status 
and change of international commercial position, particularly 
in the case of the United States, are consMered more fully 
in subsequent chapters of this study But it is of interest 
here to make reference to the fact that the United States 
is apparently undergoing a fundamental evolution in these 
respects, with a growing density of population and, partly 
as a consequence, with a tendency toward a greater pre- 
dominance of manufacturing industries, toward increase in 
mtensiveness, even in other industries such as agriculture, 
and toward greater importation of industrial raw materials 
and even foodstuffs, these imports coming more and more 
from the tropical countries which offer the greatest con- 
trast in products These, then, are to be counted among the 
consequences of conditions of population 

““ One lecent aaahsis, from the special \ieu point of population and 
agriculture, cites estimates of Dr Pearl and Dr Reed, of Johns Hopkins 
Uni\ersit}, and of others, indicating that the late of mciease of the popu- 
lation of the United States t^ill probabl} dimmish until the population be- 
comes stationaiy at 175 to 190 millions It questions whether the solution 
of this population pioblem will be by limitation as in France, b} develop- 
ment of manufacturing industries as in England, bv more intensive pro- 
duction in both manufactures and agricultuie as in Geiman^, by famme as 
in Russia, or by war as m man^ countries It surveys the resources of 
American agneuiture, and estimates that b} land reclamation of all kinds, 
the American population could expand to approximatelv 185 millions of 
people,^ although by additional adaptations such as intensi\e methods and 
great alteration of diet along vegetal lan and dairv’'-pioduct lines, it might 
be permitted to go as high as 4.00 or 500 millions, this latter, however, 
would be accompanied by use of more labor per unn of product m cultiva- 
tion, much highei farm product prices, and other sharp readiustments It 
stresses the changing import trade, and states “ The most irriportant factor 

to be evaluated in considering a national policv of land utilizati^n-is 
that of tlie competititm in our markets of agricultural products from 
foreign countries, particularly from the tropics — Baker, O E , “ Land 
Utilization in the U S Geographical Aspects of the Problem,’^ in the 
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'I'he important principle from the present viewpoint, 
therefore, is economic: differentiation on the basis of popu- 
lation, ^ Final answer may not now or ever be available to 
the^ speculative question as to the degree to which the total 
population of the world will in the future be restricted by 
limitations of resources and the expansion of wherewithal for 
human existence from such resources; the prospects at the 
present stage of the industrial revolution, which is still go- 
ing on, are particularly hopeful, especially in the light of the 
constant advances of applied science to economic conditions 
and the undoubted advance of the world as a whole in va- 
riety and amount of production and consumption, in short 
in material civilization, in recent generations, but on the 
other hand it can scarcely be denfed that thus far expansion 
of population in a general way has always been to some 
extent limited by economic conditions, and in the very na- 
ture of things there is necessarily some final limit to such 
expansion Nor, turning to the international relations phase 
of the problem, is it possible to state abstractly the extent 
to which disparities in population density m different coun-' 
tries have created international economic competition, there 
is both the tendency for high population density to prove "of 
competitive international advantage and the tendency for 
certain other advantages in efficiency which often naturally 
flow from a certain degree of low population density to 


Geograf/pcal Vol XIII, No i January 1923 Anothei writer 

stresses the last-named point from the botanical viewpoint, and states The 
United States has become . dependent on the outside world for many 
essentials, and will need more and more to buy plant products fiom the 
Tropics our tropical importations are, in fact, peculiaily^ ind'spen- 

sable threads in the interwo\en fabric of our modern civilizations Consider 
rfflbber and other gums and resins, coffee, tea, and chocolate, sugai , oils, 
fruxts and nuts, the fibers sisal, jute, abaca, dyes , ^^pices , and^woods ” — 
Orton, W A , “ Botanical Problems of American Tropical Agriculture,’’ m 
BuUetm of the Torrey Botanical Clnh^ 53 67-75, March 6, 1926 



THE SOCIAL FACTOR 6i 

counterbalance the former advantage But one thin^ is 
clear, that is, that varying conditions of^population in differ- 
ent countries, by their effects upon single industries arfd upon 
total national industrial and commercial structures, hav^ a 
large influence upon international industrial specialization 
and therefore upon international industrial® and commercial 
interdependence In a word, the human or social factor of 
population, like the other of these two basic factors, namely 
the geographic or environmental, contributes to that indus- 
trial differentiation of nations which is the reason for the* 
existence of world economy 

N B For further data and references on the subjects of this chapter, 
<vtde Appendix, infra. 
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THE POLITICAL FACTOR 

WORLD ECONOMIC ORGANIZATION AND WORLD 
POLITICAL ORGANIZATION 

T he most familiar organization of the world is 
probably the political one^ that is, an organization 
into governments, or more accurately speaking, 
into states No comprehensive analysis of international eco- 
nomic relations may be made without consideration of this 
related factor Consequently both world economic organi- 
zation 'and world political organization may be outlined in 
order to show their relations as well as their points of 
contrast 

THE ECONOMIC ORGANIZATION OF THE WORLD 

The economic organization of the world may best be viewed 
b}" briefly tracing its development,^ especially since it is one 
v;hich not only has evolved by a logical process but is still 
so evolving Political changes may or may not* move<^ along 

^ It should not be inferred that the historical method is adopted as 
the bas.c one for ihe present treatise, ’^'Nhich is primarily and larg^ely in- 
tended to be analytical and to realize the advantages to be gamed fiom 
statistical and ‘‘Other mductne facilities \?vhich are increasingly available in 
tl;e foodein studv of economic affairs Yet, though it involves a certain 
degree of eclecticism, the historical viewpoint canncft well be i^ored, and 
this is particularly true in considering the international economic organiza- 
tion of the present time 
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random and fortuitous lines, or in cycles The Anstoteyan 
concept of the circular movement of fprm of government 
from monarchy to tyranny, tryanny to democracy, democracy 
to “ mobocracy,’’ mobocracy to aristocracy, aristocracyAo 
oligarchy, and oligarchy back to monarchy, is generally 
familiar But whatever may be the trends* of political or- 
ganization through various forms of government or geo- 
graphically from provincial states, to national states, to 
world empire states, 01 even, perhaps, toward some sort of 
international affiliation, economic organization offers fairly* 
good evidence of proceeding along more or less inevitable 
lines of ever widening units True, a chart of such an 
evolution cannot be superimposed upon world history, or 
even upon one branch of it, say Western history, and found 
to conform to the latter detail by detail Human progress in 
any phase is necessarily indicated in a zigzag, even if ulti- 
mately ascending, line But economic progress, despite any 
of its irregularities and even in the face of the rise and fall 
of cnilizations, appears m the long run to move toward co- 
ordination and completeness The trend may be discovered 
in the various stages into which the evolution has been di- 
videdd these divisions having been made on various bases 
such as that of predominating method of exchange or that of 
predominating method of material production The clas- 
sification (by Bucher) ^ on the basis of units of economy is 
the most interesting one from the present viewpoint 

Independent Domestic Economy 

In the economic evolution of society historical evidence in- 
dicates that the first stage was one of independent domestic 
economy By this, it is meant that the family, or expanded 

- See Chart on p 65 

^ Bucher, Entitehimg der V olkiTiirtschaft, 1S93 
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fai^iily such as the tribe/ was trie organization within which 
the total economic process of production^, consumption, and 
distribution was normally completed ® That is, the family 
was a complete economic unit for the obtaining of goods 
and their exchange and consumption, and was not dependent 
upon other unifc This stage is shown m the life of primi- 
tive peoples of prehistoric and modern times It had other 
economic characteristics which serve to illustrate it It in- 
cluded the three successive stages of direct appropriation 
’’(hunting and fishing), pastoral activity, and agricultural 
pursuit as the predominant production types It at first in- 
hibited any appreciable growth of either property and con- 
tract or division of labor in any of its forms, although these 
institutions and phenomena graSually emerged m the pas- 
toral and agricultural periods It had under such conditions 
extremely limited commerce, and what exchange was car- 
ried on was by method of barter It may be said to have 
corresponded to the period from the pre-Christian era to 
about *the fourteenth century in England 

^ Maine, Sir Henry, Ancient Lavj its connection v:ith the early his- 
tory of society and its relation to modern ideas^ 3d ed , London, 1866, 
Chapin, F Stuarr, Social Evolution^ rev ed, 1915 ^ 

^ Or production, exchange, and consumption, or production and con- 
sumption, depending upon the category adopted on the basis of varying 
economic theoi^ Strictly speaking, if the time and place utility created 
b} the processes of merchandising and transportation are considered m the 
same categorv as the form utility of primary and secondary mateiial pro- 
duction, exchange becomes merely one type of production Further, dis- 
tribution in the usage of pure economic theory, having- to do with the 
apportionment of rent, wages, interest, and (if the function of the en- 
trepreneur be recognized as a distinct one, as seems logical) profits, to 
the factors in production, namely land, lal 30 r, capital, and the entrepre- 
neur, is to be carefully distinguished from the usage prevalent-^n popular 
discussion and in modern commerce anal;ysis, having to do tvith the transfer 
of^oods from original producer through the various inteimedianes to the 
ultimate consumer ^ 
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The Evolution of Economic Organization 
OF Society® 


Units oe Economy 
(Bucher) 

Exchange 

(Hildebrand)** 

Production 

(List)*** 

Labor 

Status 

English History 
Illustrations 

Independent Do- 
mestic Economy 

Barter 

Economy 

Direct Ap- 
: propnation 

Laboring 

Classes 

not 

Differen- 

tiated 

Prehistoric 

Pastoral 

1 B C 

Agricultural 

Slavery 

and 

Serfdom 

iith-i4th 

Centuries 

Town Economy 

Eloney Econ'* 
omy 

Handicraft 

Free La- 
bor gov- 
erned bv 

custom 

i3th“iSth 

Centuries 

National Economv 

Credit Econ- 
om} ; 

Industrial 

Econom} 

Individ- 

ual 

Contract 

iSth Century 
to pre^nt time 
lie since begin- 
ning of the In- 
dustrial Revolu- 
tion) 

mrld (*=***) 
Economy 

Group 

Contract 


^ Reproduced \\ith certain modifications, from El}, Richard ^ et al ^ 
Outlines of Economics^ 3d Revised Ed , p 45 These \arious classifica- 
tions are not contradictory, on the contrary, they supplement each other 
Still other divisions are possible ” The various points of view are roughl} 
correlated and applied to the history of England These divisions of time 
are in no sense accurate, and are intended merely to be suggestive ” 

(**) Hildebrand, B , Die N ationalokonomie der Gegenvjart and 
Zukunft^ vol I, 1848 

(***) List, Friedrich, The National System of Political Economyj 
transl ed (Longmans Green) 1904 
Added by the author 

Not»» — Concepts, in one form or another, of stages or units of econ- 
omy, are to be found in earlier writings, such as those of Bucher, List, and 
others, and have been developed along interesting lines by certain contem- 
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Town Economy 

Independent domestic economy was succeeded by town econ- 
omy, illustrated m the history of western Euiope by the 
period following that of feudalism By this time the eco- 
nomico-poiilical institutions of property and contract had 
become fairly well established Functional division of labor, 
along the lines of division into different industries, became 
more clearly marked, for instead of each family’s making all 
of its own wares, there came to be “ butchers and bakers 
and candle-stick makers ’’ The corresponding stage m the 
evolution from the viewpoint of the most characteristic 
method of production was the handicraft era, or from the 
viev’pomt of method of exchange, the eia of money econ- 
omy Functional division of labor within a given mdustiy 
was still largely absent, for example, the shoemaker usually 
made the entire shoe But to the extent that it did develop, 
and because there was some differentiation of the industries 
themselves, exchange was stimulated and became somewhat 
more complicated, and a rudimentary territorial division of ' 
labor appeared, and became more marked toward the end 
of the period when even the town was no longer a self- 
sufficient economic unit, traded with other towns, and even 
came to specialize as a town in one particular industry 

National Economy 

The era of national economy was the one in which the cir- 
culatory process of material production, exchange, and con- 
sumption was not normally completed except within the 

porap^ Continental economists, particularly by Dr sc pol Bernhard Harms, 
proiessor in the University of Kiel — ^zde his Vom VJ irtschaftskt teg %ur 
Weliz!Mnsc/i^flskonferenz^ Jena, 1927, and the journal which he ^its, Welt- 
zvtrlschuftltc/zes-Arvhtz, Zeitschnft des ImUtuts fur W eltvjirtschaft und 
Seez.erkehr an der U mversitat Kiel 
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boundaries of a nation In modern Western history it, had 
begun to appear e^rher, but was largel}; ushered in and made 
complete by the advent of the Industrial Revolution That 
tremendous change in characteristic methods of material 
productiOHj with its vast consequences m the evolution of 
other economic institutions and m all economic life, is too 
familiar and too extensive to need or admit of description 
here ^ In the narrower sense of the term industry/^ as 
connoting manufacturing, it gave birth to the so-called “ in- 
dustrial era ’’ in material production Upon the physical 
basis of innumerable applications of science, through inven- 
tion, to industry, as well as upon the basis of a great advance 
m purely economic methods, it produced the factory system 
and a great expansion in the variety and volume of manu- 
factured goods It was at this time, also that m the machin- 
ery of exchange a true credit economy began to be built. 
Further, although not always thought of m this way, the 
Industrial Revolution did not end m say five or ten or twenty- 
five years after it began, but is still going on, even though, 
^0 longer being new, it has elided into an evolution 

From the present viewpoint, the important effects of this 
change m economic history, aside from institutional conse- 
quences such as the fortification of propeity and contract, 
consisted of the unprecedented development of every kind of 
division of labor There was an introduction of true func- 
tional division of labor among actual laborers, so that, to 

^ Da-pj Clive, History of Commerce^ N Y, 1907, Bogart, E L. 
Economic Htdory of the Umted States^ N Y, 1907, Cunningham, Wm. 
The Gro^iVth of English Industry and ConimercBy London, 1910, Cheyney, 
E E ^ An Introduction to the Industrial and Social History of England ^ 
Ashley, Wm J , The Economic Organization of England, London, 
1914., Toynbee, Arnold, Lectures on the Industrial Revolution of the 
jSth Century in England, London, 1925, Beard, Chas , The InSus- 
trial Revolution, LondoX, 1901, Sombart, Werner, Der Moderne KafUal-^ 
fsmus, Munchen, 1916, Hobson, Jno A., The Evolution of Modem Cap-- 
taUsmy London, 1894. 
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use -a well-known illustration, different workers specialized 
on different parts of -the job of making say a shoe or a pin ® 
There was a personal separation of the factors in produc- 
tion, that IS, individual specialization along the lines, for ex- 
ample, of capital and labor and “ enterpiise " And these 
indirectly contriouted to the tremendous increase of terri- 
torial division of labor, or regional specialization, a process 
latent in basic geographical conditions, hitherto effected to a 
.limited extent, and now released by the development of eco- 
nomic conditions For the “industrial system” in which 
these other forms of specialization were inherent, necessarily 
brought about concentration of capital and labor, intensifica- 
tion of industry, and consequently the “ surplus production ” 
which has since come to be so often quoted as one of the 
basic reasons for international trade That is, in this new 
regional specialization, or localization of industry, different 
areas necessarily produced more of certain types of goods 
than they could consume, and the system alike produced and 
depencled upon a geographical interchange of products 

World Economy 

This regional interchange of products clearly expanded to 
the limits of national boundaries, and its fairly full and free 
flow -within such boundaries clearly made the unit of econ- 
omy at least as large as the nation But a consideration of 
the industry and commerce of modern times affords almost 
equal justification of the term “world economy,” whether 
the approach be general or local. The mere volume of world 
trade of the present time is one approach.® Anotljier is the 

f 

, ^ Vide Smith, Adam, The Wealth of NattonSy 1776, Cannan’s ed , 

5 Bks , 1896 

^ The idea of international trade as not even nationally competitive 
or nationally distinctive, and as an almost entirely cosmopolitan flow, has 
been developed by some economists For a modern expression of this view, 
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great variety of foreign sources of articles consumed the 
average individual m an advanced country, illustiations 
enumerating the geographic, national origins of the various 
articles on a typical American dmnerdable are familiar , But 
the most convincing proof is in the industrial interdepend- 
ence of existing nations, few of which coiid long subsist, at 
least without radical and even violent rearrangement of their 
entire economic structures, and general economic decline, 
were their foreign trade totally stopped 

An objection to this view of the present economic organi- 
zation of the world lies in the existence of various categories 
of national restrictions upon international exchange Na- 
tionalistic shipping subsidies and discrimunations, difficulties 
in the adjustment of national systems of money and credit 
and artificial manipulations of “ foreign exchange, and 
above all import and export embargoes and innumerable 
tariff systems and duties designed not only to divert, contract, 
expand, or estop given currents of foreign trade but also arti- 
ficially to stimulate or discourage the natural gmwth of 
certain industries m one country or another — all these fac- 
tors, it might be urged, are so extensive and considerably 


cf ff Nations are represented as rivals and competitors in some strug- 
gie for power, or greatness, or prestige This presumption of op- 

posing interests is, of course, more strongly marked in the presentation of 
commercial relations than in any other Putting the issue roughly, but 
with substantial truth, the generally accepted image of international trade 
IS one m which a number of trading communities, as, for instance, the 
United States,' Britain, Germany, France, Japan, etc, are engaged in strw- 
ing, each to win for itself, and at the expense of others, the largest pos- 
sible share of a strictly limited ob.ectue — the world market Now there 
are three fatal flaws in this image First comes the false presentation of 
the UiiiTed States, Britain, Geimany, and other political bemgs in the 
capacity of trading Arms One Lancashire cotton exporter competes 

much more closely with other Lancashire cotton exporters than he doe? with 
German, American, Japanese exporters of similar goods ” etc — 
Hobson, J A , The MotaLs of Ecoromic huernattonahsm, Ri\erside Press, 
Cambridge, 1922 
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effective as to prevent a free commercial interflow between 
nations ^ The existence of these factors is certainly not to be 
ignored However, an examination of the volume and char- 
acter of actual international trade, as a whole or as carried 
on individually by leading nations, and even more a consid- 
eration of the pnfnary industrial relations, discloses the fact 
that all these bodies of restrictions, however sharply effec- 
tive they may be in given instances and even though they 
may as a class be larger and more stringent than the various 
categories of local restrictions upon commerce v/ithin the va- 
rious nations, are insufficient in their total effect very sub- 
stantially to check the general international interflow and 
industrial interrelation In fact, to the extent that they are 
mercantihstic they are designed as much to increase one type 
of flow as to decrease another, say to increase imports of 
locally unpossessed raw materials and foodstuffs and exports 
of manufactures, and to the extent that they involve an in- 
telligent understanding of the true nature of the interna- 
tional balance of payments, including interest and services as 
well as goods and gold, they most certainly help to stimu- 
late trade 

Thus, however nationalistic the trade policy of a given 
country may be, and however much it may run contrary to 
so-called natural geographic and economic laws, it tends 
to contain withm itself a positive as well as a negative force 
affecting foreign trade When to this truth is added the 
fact that the governments of all of the economically ad- 
vanced nations concern themselves not only with negative 
measures, such as tariffs designed to check given types of 
imports or even of exports, but also with devices for promot- 
ing bertain exports and for insuring the receipt of certain 
necessary imports, it is seen that the natioW policies which 
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tend to sharpen political Boundary lines with respect tq eco- 
nomic activitieSj^tend directly or indirectly to increase as 
well as decrease international exchange So that, whether 
these policies be termed consistent or inconsistent, natural or 
unnatural, their positive phases tend to offset their negative 
phases, and if they are inconsistent or unimtural, these posi- 
tive phases, working together vnth natural economic forces^ 
tend to produce an inevitable equilibrium National com- 
mercial policies, then, may be looked upon as diverting cer- 
tain streams of international economic intercourse, but they 
seldom completely destroy them, and while such policies 
undoubtedly partly impede the steady growth of an inter- 
national economy, they do not nullify that growth and in a 
considerable measure they also foster it 

Turning from this consideration of principle to a nota- 
tion of more immediate, obvious facts, it may be said that 
the only remaining argument against the existence of an in- 
ternational economy, would revolve either around some gen- 
eralization concerning the large relative approach ’•to eco- 
nomic independence by some country of unusually extensive 
and varied resources and industries such as the United States 
OB by some backward country with little contact with the 
outside world, or around some estimate of the relatively 
small percentage of the total national business represented 
in the foreign business of such a country as the United 
States But such an argument would be aside from the facts 
Even Afghanistan is becoming dependent for goods from 
the outside v/orld, the United States is vitally dependent 
upon both foreign purchases, as of rubber, tin, jute, and 
nitrate?, and foreign sales, as of cotton and Qopper, and 
numerous manufactures^ and Great Britain s economic life, 
and in shghtly smaller degree the economic life of every in- 
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dustaalized country of western Europe, must have ait almost 
daily inflow of raw irtaterials and foodstuffs and outflow of 
products, if It is not to wither and ultimately end In- 
deed, the economic interdependence of modern nations, in 
finance, and shipping as well as in trade, is increasingly 
familiar ; and it i«> fundamentally shown in the basic indus- 
trial structures 

Nor does an economy ” need to be complete to a detail 
to prove its existence Each stage in economic evolution 
embraces not only vestiges but basically necessary survivals 
of earlier characteristics The industrial ’’ stage does not 
preclude, but rather assumes a well ordered preservation of, 
some handicraft production, certainly agriculture, and even 
hunting and fishing industries. In the era of credit economy 
the monetary system is still used, and this in turn is really 
posited upon barter, to the basic process there is often re- 
version, not simply in local instances of horse-trading ” but 
on a national and international scale, as during the World 
War inlhe shifts by European nations, including belligerent 
powers and border neutrals, from gold export embargoes to ^ 
gold import embargoes, followed by trade agreements ” 
providing for international barter Similarly a stage of Na- 
tional economy may include isolated communities practicing 
town or even independent domestic economy The present 
stage of economic development still involves the action of 
the production-exchange-consumption cycles within national 
boundaries Indeed, it would be inaccurate to lool^; upon 
the world order, economically (as of course it would also be, 
politically), as simply the functioning of a certain number 
of individuals with relation to that order True, "there is 
sonle tendency in that direction, in trade and in industry, 

For an analysis of the national economies of several leadtng nations, 
including: the United States, and their relations to world econom)/, V'ld^e 
mfra^ Chapters VI and VII 
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but world economy exists as a result, not so much of the ob- 
literation of national and other local economies as of Iheir 
definite and frequently distinctive intkrelation However, 
this does not lessen the fact that the entire economic process 
is not normally and completely consummated except in- 
ternationally, that this is i distinguishing^ trend of modern 
economic history, and that a world economy exists 

These fundamental concepts are seen superficially from 
the viewpoint of trade They will be more fully and especi- 
ally developed, and their more basic expression in the undei^ 
lying industrial system, hitherto somewhat neglected, will 
be further analyzed, m subsequent chapters (especially Ten 
to Fifteen inclusive) of the present study. 

THE POLITICAL ORGANIZATION OP THE 
WORLD 

Although there are different approaches to a view of the 
political organization of the world, including thart of abstract 
jurisprudence, the most convenient one is probably fjrom the 
» viewpoint of international law, again, political philosophy 
may consider the internal and general nature of states per se, 
but international law has to do with states collectively or as 
members of the family of nations and expresses their inter- 
relation Consequently international law may be ex- 
amined in order to find what world organization it posits as 
a basis for its substance and procedure 

For various theories of the state, ^tde Dunning, 'W A , A HiAory 
of Poltitcal TlieoneSy 4 vols Vol I, Ancient and Medi3e\al (1902) , Vol 
II, from Luther to Montesquieu (1905), Vol III, from Rousseau to 
Spencer (1920) , Vol IV, Recent Times (1924, edited by Merriam, C E ^ 
and BarCies, H E ) For certain distinctive doctrines, cf Willoughby, 
W W , The Nature of the State • 

It may be objected that this is a legal rather than a politicaUcate- 
gory, but jn the broader sense the political includes the legal 

For a brief statement concerning states and their attributes in in- 
ternational law, mde Wilson, G G , and Tucker, G F , International Lav.y 
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States and Their Attributes 

The organization thus viewed is one which is composed of 
states as the units or “ legal persons Without extensive 
discursion in the field of political theor}/ or digression upon 
the internal constitution and quklities of the state^ the ex- 
ternal nature of tins unit may be considered briefly in order 
to discover its principal characteristics, m so far as it is re- 
lated to other similar units, and therefore its function as a 
part of world organization. While it is necessarily recog- 
nized in practically any category that states may vary in 
many of their characteristics such as area and form of gov- 
ernment, they are most concisely defined as sovereign politi- 
cal unities Regardless, therefor^, of discussions as to other 
attributes vrhich do or do not inhere m a state, on which 


Sth ed , 1922, esp pp 46-152, on states and jurisdiction, and Da\is, Geo 
B, T/ie Eleir^enti of Internanojial La<vj, 4th ed , 1916, esp pp 31—134 
The \\ork b\ Wilson and Tuckei is a text rather than a tieatise, but hert 
and at otjicr points in this chapter (which is a treatment of international 
law from the particular viewpoint adopted in this study) references to it 
have been inserted because of its comprehensive yet highly concise nature ^ 
and Us consequent \alue to the general reader For further expositions, 
zitie \arious other works on that subject, eg Bluntschli, J G ^ Le Droit 
hitenmHoiial CoEifie^ 3d ed , 1895, Bynkershoek, C, Ouestiones JiTris 
Pabltci, 1737 y Fenwick, Chas G, Internatioaal Lauu^ N Y , 1924, Grotius, 
Hugo, De Jare Belli ac Paci^, 1^25, Barbeyrac’s ed , 17S8, Hall, Wm E , 
Ipternniionnl Lazi^ Sir Shepstone Baker’s ed , 2 vols , 1878, Hershey, 
Amos S, Essentials of International Lavjj N Y, 1912, Lawrence, T J, 
Internatwnal Lavs^ 1898, Maine, Sir Henry S, International Lavj^ 18S8, 
Martens, F de, Tiaite de Droit International^ 3 \ols, 1887, Moore, John 
Bassett, Digest of the International La<=w of the U S ^ vols , 1906, Nys< 
Ernest, Etudes de Dron Iniernational^ 1896, Oppenheim, L, International 
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question there may be controversy, it is generally recognized 
that if it IS to be accepted as a legal person at international 
law, that is as a member of the family of nations’ a unit 
must have these two fundamental characteristics, it must 

be political^ that is, must be organized for public ends, and 
not for private ends as m the case of a cogimercial corpora- 
tion; and it must possess sovereignty, that is, supreme 
political power 

There have been other enumerations Thus it has been 
stated that there are three essential attributes, nam^el]?, 
sovereignty, independence, and equahty But this cate- 
gory IS not so radically different from the one just mentioned 
as might seem, since in it the political nature is doubtless 
assumed, since mdependehce is at least technmally a corol- 
lary of sovereignty, and since equality is probably also im- 
plied m sovereignty, as far as international law is con- 
cerned, though not necessarily for the practical purposes of 
economic fact Indeed, this question of so\eieignty and 
equality involves a certain dilemma of political philosophy, 

' if the view is adopted that the power of each state is the- 
oretically supreme and in nowise limited by that of other 
states, and yet if it must be conceded, as it certainly must 
for the purposes of international law if not also for those 
of political theory, that there exiSt a number of sovereign 
states, the only logical compromise for any practical pur- 
poses even of law is to accept this existence of the various 
states and simply to conceive of each as supreme within its 
own jurisdiction only, and therefore to look upon ail of them 
as legally equal Further, there are numerous cases of 
political units whose independence is not complete and yet 

Wilson and Tucker, of at ^ p 47 On states as the legal persons 
of International Da\is, Geo B , of at ^ pp 31-43 On jurisdic- 

tion of states, cf Wilson and Tucker, pp 103-152, and Da\is, 43-90 

Davis, Geo B, of at ^ pp 35-36 
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whose at least partial statehood is generally accepted in in- 
terna'tional law. and this is most significant in the economic 
relations' of nations/but preserving for ^ the moment the 
political view^pomtj their qualified status is probably no 
more inconsistent with the doctrine of independence than 
with the more basjc doctrine of s6vereignty Consequently^ 
if the first category of characteristics of statehood be 
adopted, this second category probably follows, and the 
essential attributes of the state, for purposes of international 
law, may be summed up as (i) a political character and 

(2) sovereignty, and as probably corollary attributes, 

(3) independence and (4) equality Such a category is 
necessarily far from taking into account the actual economic 
relationships of nations, with their widely varying economic 
positions and their vast flow of economic intercourse in 
channels w^hich are in considerable disregard of the physical 
boundary lines that separate abstract sovereignties 

Conditions of State Existence 

If the characteristics enumerated be accepted as the essen- - 
tial attributes of a state, that is if states are looked upon 
as sovereign political units with independence and legal 
equality and no more than that, it is obvious that there are 
omitted certain other characteristics which are usually 
present and which for practical purposes seem necessary 
Accordingly it is generally recognized at international law 
that certain of these other characteristics, if not essential 
attributes of statehood, are at least conditions necessary for 
state existence Such conditions have been set forth as in- 
cluding (i) recognition by other states, since it ms the 
exte^'nal relationship with which international law is con- 
cerned, (2) political morality, as is implied in the necessity 
of recognition of obligations to other states, (3) possession 
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of a body of individuals in communal relationship, so ^ that 
the continued existence of the unity may be expected, and 
(4) possession of physical resources, such as territory^® 
The last named condition is of particular interest Ijere 
True, these characteristics do not have to do with the essen- 
tial nature of the state^ and if the Papacy»be recognized as 
a legal person m the law of nations it affords an example of 
a state which at present possesses a very small territory, 
though the Vatican giounds, if considered to be without the 
territorial jurisdiction of the Italian state, are papal terri- 
tory Indeed, even though possession of territory is not 
considered to be an essential attribute of the state, which it 
is evidently not in pure legal theory, the usual acceptance 
by international law of such possession as a condition of 
state existence discloses the necessary adaptation of such 
doctrines to physical fact, and with territory are also in- 
volved the various other physical resources which are in- 
herent therein and which determine the actual positions of 
nations 


States and International Policies 

It has been stated above that international law assumes the 
equality of states But it is significant that this equality is 
explained as a juristic one It may be likened in municipal 
jurisprudence to the political equality of individuals in cer- 
tain forms of democracy, or, more accurately, to the legal 
equality of individuals under various forms of government 
which insure their citizens or subjects equal standing in 
courts of law It is an equality of legal right, perhaps an 
equalfty of opportunity, certainly not an equality of actual 
political influence or economic possession and capacity*. It 
exists ai6 a legal ?)tatus regardless of the origin, internal or- 


Wilson and Tucker, of cit ^ pp 47-48, cf Hall, pp 18-19 
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ganization, area, population, wealth, or influence of a par- 
ticular state, and regardless of a state^s^ relation to other 
states so long as sovereignty is not impaired Yet the nu- 
merous and various inequalities of different states found m 
actual piaclice, while m a sense not inconsistent with the ab- 
stract legal conc<^pt, place upon 'it very important practical 
limitations, at least for the purposes of international politics 
These inequalities are found m intervention (or rather m the 
practical Lmitations upon the right of non-intervention), in 
court precedence, in ceremonial, and in degree of influence 
in international affairs, and consequently suggest such phe- 
nomena as concerts of powers, the policy of the balance of 
power, and the hlonroe Doctrine These do not all involve 
inequality, but they indicate a conditioning of the external 
exercise of sovereignty in varying degree and among all 
states of the world 

Concerts of Powers. Politically, if not legally^ there 
has long existed in Europe a system by which certain nations 
have been known as the powers,’’ the system being referred 
to by the phrase the primacy of the great powers,” and the " 
agreement of these powers upon a particular policy by the 
phrase concert of Europe ” Its scope is illustrated uii 
the attempt of the treaty of Pans of 1856 and the treaty of 
Berlin of 1878 at common action on the Eastern question, 
in its application to the sphere of influence system for the 
partitioning of Africa after 1885, m its influence upon 
the formation of the Triple Alliance and the Entente m the 
decades immediately preceding the World War, and in the 
nominal agreement of the great powers ” in November 
1S18 never^to depart from the principles of the “rights of 

Vide VvVlson and Tucker, of ctt , on independence and interdepend- 
ence, pp 80-95, inequalities among states, pp 97-101, Davis, Geo B, 
of cii ^ on perfect and imperfect rights, pp 90-134 
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nations Further, there’ have been categories of 
powers,” of mm^r powers,” and even of little powers ” 
Before the World War the “ Great Powers ” were, in 
alphabetical order of names in French Germany, Gi;eat 
Britain, Austria, France, Jtaly, and Russia Since the 
World War the Great Powers of the world»have been com- 
monly considered to be the United States, the British 
Empire, France, Italy, and Japan 

The Balance of Power. The “ balance of power ” policy 
is closely associated with the system of concerts of powers* 
and is one which has been pursued from time to time by one 
or another leading nation, such as Great Britain, and by 
groups of powers in concert It refers to a rude equi- 
librium of political forces,” and has been justified as a 
promoter of security and stability by reason of its tendency 
to uphold self-preservation and to maintain the status quo, 
and as conducive to peace by reason of its tendency to sup- 
press a nation which by its excessive ambition has attempted 
aggrandizement It has been stated that its right* to ex- 
^ist cannot be deduced from any principle of international 
law, unless the state system of Europe be regarded as a kind 
of alliance or confederation . . and the state system of 
Europe is not commonly so regarded, although such a con- 
ception was popularly spoken of in connection with the peace 
and security pacts negotiated at Locarno in 1925 Some 
question might be raised as to whether the foreign policy 
of the United States has ever embraced the doctrine of the 
balance of power, definitively it has not, especially since 
the United States has been remote from, the political align- 

Wilson and Tucker, of at, pp 98-101, Da\is, Geo B, of at, 
pp 108-109 * 

Vtih Proceedtngs of the Conference o?t The Liimtation of Arma- 
ment, Washington, 1921—22 

Davis, Geo B, of at, pp 104-108 


Ibtd , p 104 
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ments of Europe, but the tradiuonal policy of the United 
States with respect to the Far East (though more distinctly 
a policy of “ the open door and equality of oppor- 
tunity the place of the United States in the World War, 
and the policies of the United States in its leading role at 
the WashmgtoDT Arms ConfereWe- both with respect to 
naval disarmament and with regard to the situation m the 
Far East, might be adduced as offering evidence of the ex- 
istence of the balance of power concept as an element in its 
policy in international affairs 

The Monroe Doctrine. However, whether or not the 
United States has practiced a balance of power policy m its 
dealings with other states generally, there exists m the re- 
lations of the states of the x^mencas a specific doctrine 
which belongs in much the same category and which, though 
not accepted as a principle of international law, has fre- 
quently influenced the relations of these states and has often 
been recognized by states in other parts of the world, namely 
the hlonroe Doctrine This doctrine was enunciated in 
President hlonroe’s message to Congress on December 2," 
1823, and resulted from the formation of the Holy Alliance 
of Russia, Prussia, and Austria to which France became a 
party at the Congress of Aix-la-Chapelle in 1818, from that 
league’s plans at Verona in 1822 to restore Spanish control 
over Latin-ilmerican countries which had formerly been 
colonies and which had set up their independence, and from 
negotiations between Mr Canning and the United, States 
Government in which the British Government expressed its 
opposition to such Holy Alliance intervention in Latin 
iVmenca 'h As originally enunciated it declared against any 
future European colonization on the American continents. 

Vide Proceedings 

Wilson and Tucker, of ctt ^ pp 83-87, no, Davis, Geo B, of 
at y pp* 110-115, Tucker, G F, The Monroe Doctrine 
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any extension of the European political system to any por- 
tion of this hemisphere, and any European interference in 
the affairs of the Spamsh-Amencan republics This doc- 
trine has been extended to interference from any other re- 
gion, as well as from Europe, and has been given application 
in a number of cases, including that of the French occupation 
of Mexico of 1 86 1 It has also frequently been supposed to 
carry with it special rights and interests on the part of the 
United States in Latin America, not unlike the special rights 
and interests claimed by other powers, under the sphere df 
influence and sphere of interest system, in Asia and Africa, 
but such a view appears to be technically and even substan- 
tially inaccurate, the policy revolving around the prevention 
of intervention from abroad, and not implying, nor neces- 
sarily involving, any special privileges for the United States, 
European governments and publicists have been inclined so 
to view it m cases like that of Santo Domingo when the 
United States, in order to forestall European 'intervention, 
has undertaken to assist Latin-American governments in 
such matters as financial reorganization But European 
industrial and commercial interests have entered Latin 
America without North American interference. The doc- 
trine is essentially one which limits the rights of European 
governments rather than the rights of Latin-American 
governments 


The Inequality of States 

These questions of inequality of states, of concerts of 
powers, of balances of power, and of special regional poli- 
cies, it may be contended, are matters of international poli- 
tics rather than^of international law, and m the narrower 
sense of the term politics,^’ this is true. Yet they are ones 

Moore’s Digest^ Voi. VI, paragraphs 927-969* ^ 
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which are invariably treated of, even though not as legal 
principles, in works on international law,, -which vitally con- 
dition the applications of such law, and which cannot be 
Ignored m considering the political organization of the world« 
They are practical limitations upon the effecting of the legal 
doctrine of equality Thus England and Portugal have 
the same right to borrow money, to send ambassadors, and 
to make treaties of alliance But whether one can borrow 
money at a lower rate of interest than the other [or can 
borrow money at all], whether the ambassadors of both 
powers . . . have the same influence, and whether an alli- 
ance with one will be as advantageous as with the other, are 
questions that depend upon the financial resources, political 
influence, and military power of each state, all of which are 
very unequal Legal status is not always the same as 
economic status, and the latter may condition the former m 
fact if not in legal theory 

Qualified Status 

An even more interesting category of international law with 
respect to limitations upon the essential attributes of states 
is found in that of legal persons having qualified status 
The matters referred to above have to do more with the 
question of equality; this category concerns more the ques- 
tions of independence and of sovereignty itself. While, 
strictly speaking, sovereign states are the legal persons of 
international law, there are also recognized, at least by- some 
authorities, legal persons having qualified status, and these 
include members of confederations and other unions^ neu- 
tralized states, insurgents, protectorates, suzerainties, and 
mandates, and even corporations and individuals. This 

Davis, Geo B , c// , p 36 

Wilson and Tucker, of at ^ pp. 57-70, 
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classification involves qualified degrees^ and in some cases 
even total absencq of sovereignty Allpwing for the -^t least 
potential existence of statehood m the cases of members of 
unions^ neutralized states, and even insurgents, and of pro- 
tectorates, suzerainties, and mandates,-” the status of cor- 
porations and individuals is also to be not5d 

Protectorates and Suzerainties A protectorate is 
generally considered to cover a state, but one whose sover- 
eignty is not complete, since it comes under the segis of an- 
other state It has resigned certain powers to the protecting 
state, usually including the power to conduct its foreign 
affairs The arrangements vary, but a protected state is usu- 
ally considered to possess ^11 powers which it has not speci- 
fically resigned to the protecting state, however, the latter 
may actually domnnate practically all of its internal as well 
as external affairs, particularly if they are of large economic 
importance Further, protectorates have often merged into 
colonies, that is, into outright possessions of the protecting 
power, with complete loss of statehood by the protected 
* state, this is illustrated in the case of the South African 
Republic, over which Great Britain exercised a mild pro- 
tectorate by an agreement of 1884, and w^hich as a result of 
war, became a British possession in 1902 The Republic 
of Panama is sometimes referred to as a protectorate of the 

It need scarcely be pointed out that colonies, ho'^exer much they 
may vary in form of g-overnment, relation to thCir pos'^essor, and degree- 
of autonomy, ape at international law, not e\Tn states with qualified status, 
but are #utright possessions of the respectne Lolonial powers, howe\er, the 
status of the British self-governing Dominions is an interesting one, for 
some of them are administrators of mandates, and Canada, Australia, and 
New Zea]p.nd were represented by plenipotentiaries on the delegation of the 
British Empire at the Washington Arms Conference, who, afiived their 
signatures to important treaties The continued growtii of autonomy ir^the 
British Dominions, they place in Empire Conferences, and their separate 
diplomatiC*representation in recent ^ears, tend to make the British Empire 
in some respects a commonwealth of nations politicalb Certainly the 
status of colonies vanes greatly. » 
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Urit^ States because in a convention of 1903 tbe United 
States guarantees and undertakes to maintain its independ- 
ence Egypt is one of the most interesting cases Some- 
what prior to the World War Great Britain had attained a 
large degree of influence m that country , and in 1914 de- 
clared a protectorate over it, but in 1922 recognized Egypt 
as a state, however, the British economic control remained 
large 

A suzerainty is not vastly different from a protectorate, 
except that the relation is a much closer one, the vassal 
sometimes being a mere tributary of the suzerain, with no 
international status; a state under suzerainty usually pos- 
sesses only such powers as have been conferred upon it by 
the suzerain Bulgaria was for a time a tributary though 
nominally autonomous principality under the suzerainty of 
Turkey. The domestic dependent nations of Indians 
under the suzerainty of the United States constitute a rather 
anomalous case The limitation of the sovereignty of the 
country or people is generally much greater than in the case 
of a protectorate, if indeed, such sovereignty can, in some 
cases, be said to exist. 

Mandates, These constitute a new form both of de- 
pendency^ and, in part, of quasi-statehood They were 
provided for by Article 22 of the Covenant of the League of 
Nations and applied to certain colonies and territories which 
had been surrendered by Germany and Turkey. They are 
divided into three classes Those of Class A "are tgrritories 
which are indicated as approaching statehood; Class B 
mandates are territories which are considered to need con- 
siderable ^supervision, Class C mandates are to be admin- 
istered as integral portions of the respective territories of 
the mandatories Perhaps the only essential distinction 

^5 For a fuller account of the mandate system, ‘Vfde tnfra^ Chapter V® 
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between mandates and certain other forms of dependences 
mentioned above tes in the fact that tide to them paped to 
the Allied Powers and that, although they were allocated 
among the latter, reports on their administration must, be 
made to the League of Nations, and that they are declared 
to be a trust of civilization In any even?t they represent 
varying degrees of statehood, Mesopotamia, Syria, and 
Palestine are indicated only as territories of potential state- 
hood, while Class B and Class C mandates can scarcely be 
referred to as states m any sense 

In general, protectorates, suzerainties, and mandates 
might be said to he m the twilight zone of statehood 

Corporations 

Although international law deals primarily with states, and 
posits these as its legal persons, it finds it necessary also to 
take cognizance of different types of corporations One 
type IS the corporation organized for purposes involving the 
exercise of political powers and which in certain caSes has 
even performed political acts not provided for by the charter 
but sanctioned b}^ the chartering government, this type of 
corporation has had an important place in the economic and 
political development of America, India, and Africa It is 
illustrated by the English East India Company, which from 
1600 to 1858 exercised substantially sovereign powers in 
India, by the British South Africa Company, vrhich vras 
chartered in 1889 and in 1891 was given powers of political 
administration, and by other similar companies which were 
charter^ed by European governments for operations in Africa 
and Asia. . 

A second step in this particular descending category of 
legal pefsons of qualified status is represented by important 
commercial concerns which have often been the agencies of 
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their- governments in activities within other;, nominally 
sovereign, countries , In recent years ^'commercial com- 
panies have secured special concessions for the construction 
of railways, opening of mines, etc , m many legions These 
companies have often received the approval of their govern- 
ments and have sometimes had government subsidies The 
areas m which these companies operated or in which they 
had concessions w^ere considered within the spheres of in- 
terest of their states And, it should be added, they have 
sometimes been partly owned, though only commercially so, 
by important officials of their governments or even by their 
governments themselves, as in the case of the Anglo-Persian 
Oil Company, the British interests^m the Royal Dutch Shell 
Syndicate, and the South Manchurian Railway Company 
A list of companies of this general type would be a long one 
and would include many which have had to do with petro- 
leum and other mineral resources, railways, and telegraph 
and wireless systems The phenomena of their activities 
will be ^ealt with at various points m subsequent chapters, 
but they are noteworthy in this connection on account of 
the recognition of their quasi-politicai activities They 
illustrate the point that it is difficult to determine where 
states leave off and other organizations begin even in inter- 
national relations 

However, a further step m the category concerns cor- 
porations wffiich do not necessarily carry on even such activi- 
ties but are of the kind ordinarily classed at law as private. 
Even these are sometimes classified as legal persons having 
qualified status Corporations organized for private pur- 

«r 

poses come. within the field of international law, when in 
tim^ of war their property or other rights are impaired, when 
maritime law, whether of peace or war, rnay have been in- 

Wilson and Tucker, of ctt , p 62 
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fringed, and when their rights are involved in the domain 
of private international law 

Individuals 

According to some authorities there is in international law 
a doctrine of the inseparability of the individual from the 
stale/^ and this doctrine is not illogical if there is main- 
tained the pure legal concept of the law of nations as a body 
of law dealing with the relations of slates and states alone. 
Yet modern international law, in some interpretations, goes 
so far from this concept as to take cognizance of not only 
corporations but also individuals Further, it tends to 
recognize them not simply^as parts of the state to wFuch they 
belong, it also tends to admit them to the category of legal 
persons of qualified status Without entering into discus- 
sion of ^ the doctrine of the separability of the individual 
from the state, ^ it is safe to affirm that individuals have a 
certain degree of competence under exceptional ^circum- 
^ stances, and may come under the cognizance of international 
law General adimralty and maritime procedure 

ag^ainst a person admit the legal status of an individual from 
the point of view of international law The ext elision of 
trade and commejce has made this necessary 

POLITICAL AND ECONOMIC ORGANIZATION 

The above outline of the political organization of* the world 
is not set forth with the purpose of arguing the general in- 

Ibid ^ p 61, in chapter on “ Legal Persons Ha\ir>g Quahned Status 
The san^ authors sa}, in chapter on States,’’ p 47 “ It is o^f the relations 
of states that public international law mainly treats The unit\ ^ 

must be foliHcal^ 2 e ^ organized for public ends as understood m the family 
of nations»and not organized for prnate ends as in the case of a commercial 
company ” 

Ihtd ^ pp 62-63 t^ast sentence italicized b\ the author ^ 
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validity of international law That body of rules with its 
emphasis upon legaJ status has usefuPpurposes, and its 
partial establishment, if it can be spoken of as established, 
has'been accomplished with extreme difficulty; m its further 
fortification and clarification die beneficial possibilities 
Further, it is recognized that a distinction may be drawn 
between international law, and, in the narrower sense, inter- 
national politics, just as these, m turn, are not the same as 
political philosophy; yet if the political organization of the 
world is not expressed in international law, in terms of states 
and the attributes and rights which they possess in their 
relations with each other, it is difficult to discover definite 
expression, other than in the purely theoretical concepts of 
publicists, which vary greatly States are posited as the units 
of the relations 

Such a formal organization is of course a significant and 
necessary one, and one which is recognized in economic 
analysis, as in classifying and comparing statistics of re- 
sources and currents of trade,'^^ and to the extent that it rests 
upon such realities as economic unity, it is entirely prac- 
tical and valid. To the extent, however, that it is abitranly 
maintained in the absence of such realities it is in large meas- 
ure artificial, and tends to become in some cases such as those 
of imputed sovereignty, independence, and equality, a legal 
fiction Even such bases of statehood as the ethnic one often 
give way necessarily to economic considerations, for the 
modern national state is often a racial polyglot, and, further, 
it often reaches out economically as a colonial power to pos- 
sess still more diverse racial elements, witness not only the 
racial problem in the colonies but also the European 
problems of mixed populations ’’ and the consequent dif- 

Ho\\e\er certain recent anahses published by the U b Shipping 
Board and the U S Department of Commerce have adopted trade and 
shipping regions as bases of categories 
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ficulties of plebiscites and the bending of the Wilson plan for 
ethnic boundary lin^es to meet such economic necessities as 
those of corridors to serve as trade and Shipping outlets, in 
the making of the new map of Europe ’’ The most solid 
foundation for nationalism apd real statehood is apparently 
the economic one, as could be abundantly illi^strated by his- 
torical and present-day references, as for example to the 
period of the development of modern states on the basis of 
economic changes after the decay of Feudalism, to the unifi- 
cation of the German Empire after its constituent parts had 
been drawn together economically, or to the case of China, 
whose political instability and want of integration -would 
seem to be due primarily to lack of development of railways 
and other communication facilities and of economic solidar- 
ity Indeed, a careful review of the economic organization 
and of the political organization of the world, as outlined 
above, and particularly a comparison of the economic units, 
that is units of economy, with the political units, reveals the 
logical and basically conditioning character of the farmer 
*^his comparison is not to be made for purposes of sophistry, 
m order to glorify the importance of the economic , it show^s 
simbly the yielding of political form, not only to govern- 
mental and ethnical elements, but especially to economic 
fact, the gradual and inevitable shaping of political con- 
cepts and categories to the trend of the world’s growing in- 
dustrial and commercial relations and ever wndenmg units of 
economy 

A recent work on political science,"" in treating of the 
physical basis of the state, states that m last analysis all 
phenornena are transformations of physical energy, and the 
activities of the state are no exception Given the mdividi^ls 

■ Gettell, Raymond G, Introiuaion to Political Science, pp 17-27, 
PP 6+-S5 
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that constitute the state, the various combinations of these 
individuals, the natural environment m wkich they exist, and 
the interrelations among these, and natural science explains 
the^ state m its own terms,’’ and goes on to analyze the 
conditioning of state development by contour, climate, re- 
sources, and geperal aspects of nature Further, it traces 
two tendencies m modern statehood, one toward further 
crystallization of the national state which began to emerge 
some live centuries ago, with well-defined, natural boundaries 
and homogeneous peoples, the other toward a world organi- 
zation lacking such ethnic unity and accompanied by the 
formation in recent centuries of large colonial empires and 
such “ internationalistic ” phenomena as efforts to set up 
vroild federations, it reads, m part Finally, the enormous 
expansion of economic interests, by which the whole world 
has become a single market, with tiade no longer limited by 
natural or political boundary lines, is striking a powerful 
blow at the very foundation of the national stale ” 

It this development which it is partly the purpose of 
the following chapters to explain — a developm.ent, in large 
measure, in the direction of a basically economic organiza- 
tion of the world 



CHAPTER IV 
THE LEGAL FACTOR 


LEGAL SYSTEMS AND INTERNATIONAL ECONOMIC 

PROCESSES 

I N THE preceding chapter the economic organization of 
the world was outlincM, and international law and poli- 
tics were examined m order to trace the political or- 
ganization of the world and its relation to the economic or- 
ganization A consideration of other aspects of international 
law, as well as of municipal law and of certain q\iasi-legal or 
extra-legal processes, will provide a further view^of the 
status and trend of international economic relations 
Whereas the former had to do largely with public law,^ and 
politics, the latter involves also private law and other private 
institutions Law affects commerce and other economic re- 
lations in numerous ways, but principally through its bear- 
ing {a) upon property, and {b) upon contract, which m so 
many instances has to do with property rights, that is, with 
the holding, and transfer of property The legal factor m 
world’ economy, therefore, may be treated under the follow- 
ing headings ( i ) the status of property at public interna- 
tionaHaw,“ or at international law proper, (2) the status of 

^ For a treatment of the concepts of public la\\, Willou-^hby, 
W W, FundamenlaUConcefts of Public Lazu, N Y, 1924. 

, - For general bibliograph\ on international law, zide footnote in pre- 

ceding chaptei 
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property at private international law; or in more accurate 
legal terminology, private property and thefConflict of laws; 
(3) municipal commeice laws; (4) extra-legal adjudication 
of economic disputes. 

( 

INTERNATiaNAL ECONOMIC RELATIONS AND 
INTERNATIONAL LAW 

State Property 

Since the political organization of the world is an organiza- 
tion primarily, if not nominally exclusively, of states as legal 
persons, it is natural to find that international law primarily, 
if not exclusively, recognizes state or public property Not 
only does the staters jurisdiction extend to all of its public 
property, but the property of a state, it is held, includes all 
of the lands, water, and air within its limits Consequently, 
the fundamental concept of property in the doctrines of in- 
ternational law is distinct from that of private ownership. 
The latt^^r is only relative and is dependent upon the state’s 
internal regulations, of which international law primarily 
does not take cognizance; thus private property may be 
seized for state debts In a juridical sense, therefore, aU 
property at international law is, if not public property, cer- 
tainly state property ^ 

But that this concept is not maintained for all purposes 
is shown not only in the rules concerning what is purely 
private property, but also in distinctions of international law 
concerning the varying status of state property Thus it has 
been held that a slate may own property of three different 
types, involving somewhat different capacities (i) It" may 
posses the immediate as well as the ultimate real property 
within its own jurisdiction, such property may in time/)f war 

^ Wilson, G G, and Tucker, G. F of at y pp 154-156 
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come vrtthin the scope of international law. (2) It may in 
its state capacity-' hold property outside its own territory. 
(3) It may, as a private individual, own property within the 
jurisdiction of another state; property of this type is nomi- 
nally subject to the municipal law of the place of location ^ 

Private Property 

At the very outset it is obvious that a considerable propor- 
tion of all international disputes, which ultimately involve 
the states themselves and m certain cases even lead to lios- 
tilities, arise not over questions of the lives of given nationals, 
nor of “ national honor ” m the various interpretations of 
that term, but over questions of private property and con- 
tract rights This is not to say that the clash of private 
economic rights is the principal cause of war, for war is a 
complex phenomenon with many and varying explanations 
in given cases, and is probably prevented mqjre than it is 
caused by industrial and commercial relations But it is 
quite clear, and will be generally conceded, that sucB private 
economic rights have a large place in the relations^ public 
qs well as private, of modern states On the other hand, it 
is also clear that many of the adjustments made in such re- 
lations whether by ordinary diplomatic negotiation or by 
other, more extreme procedure, including at times armed 
hostility, in one way or another affect these private rights of 
property and contract, either by way of their support and 
fortification or by way of further interference or destruction 
The extreme cases of difficulties between nations may involve 
many factors, a huge conflict like the World War may be 
variously explained m terms of dynastic ambition, racial 
psychology, colqnial rivalry, or immediate industrial and 
•commercial competition. But in the ordinary course of in- 

^ Ibtd y citing Hall, H E , International La<Wy 6th ed , p 1 7 1 
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terpational relations commonplace incidents concerning th 
property rights of private individuals play 'a large part Th 
importance of such factors may be illustrated m the foreig 
pohcy of a given nation For example, the recent temporar 
refusal of the United States Govi rnment to recognize the es 
isting regime in S^Iexico was to a considerable extent cause 
by a refusal of that regime to guarantee established propert 
rights of nationals of the United States Indeed, the doctnn 
of the Open Door and of equality of opportunity, which j 
perhaps the outstanding characteristic of American foreig 
policy, by its very phrasing as well as by its applicatior 
indicates a hinging upon private rights of propeity an 
contract ^ 

Considering such law alone, it is a striking fact, regard 
less of any doctrine of the inseparability of the mdividuc 
from the state or of any correlative conception of all propert 
as state propeity, that a large portion of the body of mtei 
national law deals directly with property, much of vrhich i 
for rnuiiicipal and ail practical purposes private It is ur 
necessary to support this generalization by a detailed suive; 
of the entire field of such law, but mention may be made o 
the different ways m which it is apparent. 

Property and the Amicable Settlement of Intern^^ 
TioNAL Disputes 

The amicable settlement of international disputes,^ whethe 
by diplo 7 nahc negotiation, mediation through good offices 
commissions of mqimy, special conferences or congresses 
the League of Nations (under Articles XI, XII, and XIII) 
arbifrafton, the Permanent Cowt of Arbitiation (under th 
Hague Convention of 1907), or the Permccnent Cdiir/ of In 


Wilson and Tucker, of ctt ^ pp 220—22^ 
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ternational Justice provided for m Article XIV of the League 
of Nations Covena\it and in a statute of^the Assembly, of the 
League of 1920, necessarny involves property rights in ways 
too multitudinous to enumerate 

Property and Non-Hostile PvEdress 

In the various processes of non-hostile redress ^ the affecting 
of private property rights is even more direct and apparent 
This was true in the case of the older method of mmque and* 
reprisal It is obvious with respect to non-importation and 
non-intercourse and boycott, whether by government declar- 
ation or by the voluntary action of groups of nationals as in 
the recent cases of extra-le^al boycotting of Japanese goods 
by laige groups of Chinese citizens Retorsion^ or retalia- 
tion in kind, is frequently commercial Reprisal^ to the ex- 
tent that it is still countenanced, may include seizure and 
confiscation of private as well as public property, and re- 
straint of commercial intercourse Pacific embargo, with its 
^detention of ships and goods, and pacific blockade, are per 
se commercial It is also sigmhcant, though this is not a part 
of the body of international law, that one of the principal 
methods provided m the League of Nations Covenant (Ar- 
ticle XVI) for the enforcement of findings of the League in 
its proposed treatment of disputes among its members con- 
sists of the severance of trade and financial relations, that is, 
of economic jion-mter CO arse 

Property and War 

Thus while public international law, or international law 
proper, makes little provision for the status of private prop- 
erty and^contract rights m the ordinary processes of peace, 

® Ibtd , pp 225-231 
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its ^ipplication has much to do with such rights in cases of 
international disputes which are settled amicable methods 
or by non-hostile redress This is also quite true m case of 
actual hostility While war is primarily a conflict between 
armed forces, it is a fact too well known to need veiy lengthy 
elaboration that ^ it usually involves an economic struggle 
Indeed it is the possession or non-possession of economic 
sinews that underlies combative ability and fundamentally 
conditions the outcome This was fully illustrated in the 
international economic struggle which was carried on back 
of the battle lines of the World War^ At such times 
of pooling of national resources there is usually an easy 
transition from private property to public property, but 
the property involved is largely m the first instance private 
property 

Property on Land During War. The tenets of in- 
ternational Jaw provide for the treatment of enemy prop- 
erty, both private and public, during war ® Public property 
of the enemy was formerly regarded as hostile and liable to 
seizure Modern custom has tended to mitigate the seventy 
of this ru!e^ although practice during the World War varied 
In general the public pioperty of one belligerent within the 
territory of the other, if real property, may be administered 
during the war for the benefit of the latter state, and if mov- 
able property is liable to confiscation except in certain cases 
such as those of works of art Concerning public piopeity, 
under conditions of military occupation, unless itself ef hos- 
tile nature and subject to destruction, the rules of the Hague 
Conference of 1907 (Articles 53, 54, 55) undertook to con- 

0 For an indication of this vide U S War Tiade Board, Report of 
the ^ ar Trade Board, 1920 (a final report, dated June 30, 1919, recording 
the actiMties of the board in trade and other economic control tluring the 
World War) 

^ Whlson and Tucker, of cit , pp 250—256 
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fine confiscation to immediate military necessities, but prac- 
tice has varied, particularly during t]^e World Waj The 
rules concerning private property have also varied. The 
real property of nationals of one belligerent situated m the 
territory of the other hellfgerent was at one time commonly 
appropriated by the latter, and later tendeti to be treated as 
the property of a non-enemy national, but during the World 
War was generally subjected to government control, this 
finds illustration in the World War in the case of German 
property such as breweries in the United States The mov- 
able (in general personal) property of nationals of one bel- 
ligerent situated in the territory of the other was until recent 
times considered subject, to appropriation, this view being 
held as late as 1814 by the United States Supreme Court, 
later tendencies were tov/ard non-molestation of such prop- 
erty However, practices during the World War tended at 
least in some measure to revert to the former treatment. 
Such personal property, including securities and ‘‘ indus- 
trial property ” such as patents and trade-marks! was at 
that time commonly sequestered and, along with real prop- 
erty administered under “ alien property custodian ” sys- 
tems, theoretically the doctrine of its being in trust was 
followed, and in many cases there has been either direct 
restoration or liquidation adjustment under ‘‘ mixed claims ” 
decisions, but in some instances, as in the case of German 
dye and dyestuffs patents sold to the American Chemical 
Foundation, the domestic sale of alien enemy property even 
where cash restitution is made or is contemplated pending 
final, adjustment of mixed claims would seem to amount 
partly in fact, if not in theory, to appropriation, ,since patents 
inherently possessing their potential value by reason df ex- 
xlusive knowledge of secret industrial processes and sold to 

® Brown \s U, S., 8 Cr., no 
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domestic competitors^ m one view are scarcely fully restored 
by payment of cash 

Concerning pnvate propeHy in an occupied area, the 
Hague Conference of 1907 affirmed (Article 46) that such 

In connection with and in addition to the treatment of private enemy- 
property on land during war, it should be noted that there is also the ques- 
tion of international private claims, aiising out of both peace-time and 
war-time acts On this subject, m general, ^tde Boichard, Edwin M , 
The Diplomatic Frotect^on of Citizens Abroad or the La^uo of International 
Claims^ 1922 

Foi full data concerning the treatment of alien enemy property in 
the United States during the World War, (i) U S Government, 

T lading n'lth the Enemy and Amendments thereto together imth 

Certai t Execvt^ve Ordeis ai-'d Pi oclamatio/n Luied Therenndery 1925 , (2) 
annual repoits of the Alien Property Custodian, esp Annual Report of the 
A hen Property Custodian for the year 67th Congiess, 4th Session, 

Document 525 [vide pp 5-8 for biief statement of methods of administia- 
tion and disposal of enemy propeityj, and Annual Report of the Alien 
Property Ciutohan for the \ ear 69th Congress ist Session, Docu- 

ment No 94 (esp p II foi SLimman 7 statement of cash and assets on hand 
and claims paid on various dates, to December 31, 1925) 

The ultimate treatment of enemy propeity seized in the United States 
during the World War was linked with the whole process of settlement of 
mixed ckims aiising out of the War by a resolution of Congress approved 
July 2, 1921, which declaied the state of war at an end and in section - 
5 provided that all property of the German and Austro-Hungarian govern- 
ments or their nationals which had come into the possession or control of 
(or had become subject to the demand of) the Government of the Unued 
States should be “ retained by the United States of America and no dispo- 
sition thereof made’’ until such time as those foimtr enemy go\ern- 
ments shall have respectively made suitable provision for the satisfaction 
of ail claims ” of American nationals against the said governments arising 
out of the war 

For texts and data on these matters, <vide (i) U S Government, 
Tteaty Senes No 658, 1922, containing (pp 4-7) text ofyreaty between 
the United States and Germany restoring friendly relations, ratified 1921, 
and (pp 1-4) proclamation of President of the United States of November 
14, 1921, citing peace resolution of Congress of July 2, 1921, and (pp, 
9~i2i) pertinent portions of the treaty of Versailles (concluded June 28, 
1919), (2) y S Government, Treaty Senes No 665, 1923, containing 
text_of agreement between the U S and Germany, concluded August 25, 
1921, for the establishment of a Mixed Claims Commission, (3) U S 
Government, First Report of Marshall Morgan^ Assistant to thrAgent of 
the United States before the Mixed Claims Commissiony U S and Germany^ 
1924, containing (p. 3) Text of Germany’s Acceptance of Primary Liabil- 
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property ''cannot be confiscated,” and (Article 47) that 
"pillage IS forma^lly prohibited”, and publicists state Ahat 
present practice is to exempt such preperty " so fan as pos- 
sible ” from the consequences of hostilities, and to justify 
its seizure only under military necessity But the events of 
the World War also show 'the difficulty of establishing this 
rule, the devastation of agriculture and manufactures and 
the destruction or partial destruction of mines in Belgium 
and northern France are cases m point, even though they 
vvere made the basis of insistence by the victors upon restora- 
tion and reparation at the close of the War Furthermore 
even the legal rules referred to, m their interpretation of 
military necessity, recognize several types of legitimate seiz- 
ure These cover the taknlg of booty, which in the narrower 
sense included munitions subject to outright appropriation, 
and certain other types of seizure in which valuation is sup- 
posed to be assessed and reported and receipt gi\ en Thus 
the right of angary, admitted in the Hague Convention of 
1907, and commonly practiced during the World W^r, per- 
mits the seizure of transport and communication facilities 
subject to restoration and compensation, conL ibiitwns levied 
irg excess of taxes, requisitions of payments in kind of arti- 
cles necessary for occupying forces, and foraging where lack 
of time makes requisition inconvenient, are also recognized 


ity (May 15, 1923) , (4) Mixed Claims Commission, U S and German}, 
A dmifustt ahve Decisions and Ofinions of a General Nature (etc ), to June 
30, 192*5, containing esp (pp i~i 0 xVdministrat \ e Decisions No I and 
No II outlining principles adopted b\ the Comrmssion tor Adjudication 
of Claims, (5) Smtement of Robert \\ Bon\ngc, Agent of the United 
States before the Mixed Claims Commission, U S and Germany, on Re- 
turn of’ Alien Propern,” in Hearings Befoie a Snb-Coin^mUtce of the 
Committee on ays and Meaiii (etc ), Hou^e of Repress 69th^on- 

gress, 1st Session, on H R 10820 for summary of number and amount 
of Ament!an Claims (esp 1-12) , (6) \arious other reports and published 
decisions of the Mixed Claims Commission 
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methods of seizure of private property m occupied areas 
during war, although theoretically they necessitate receipts, 
if possfble, and ultimate compensation With regard to per- 
haps only one economically important form of property is 
there a decided tendency toward ^complete exemption Thus 
it IS asserted thaj: m this respect modern commercial rela- 
tions as mfluenced by state credit have been more powerful 
than theory or country/’ and that enemy subject owner- 
ship m piibhc debt is so exempt and that m practice interest 
has even been paid thereon during war In general, two 
principal points are to be noted in the treatment of enemy 
private property during war and in the rules of international 
law relating thereto ( i ) such property is seldom, if ever, 
completely exempt from molestation m actual practice, ( 2 ) 
in many if not in most cases seizure does not theoretically 
amount to appropriation, the evolving rules of international 
law attempt increasingly to preserve such property from 
molestation* or at least to provide for ultimate restoration 
or compensation, and a lagging tendency in this direction in 
actual practice, while to a considerable extent offset during 
the World War, finds perhaps partial though incomplete 
reaffirmation in the post-war settlements 

Property at Sea During War. There is some simi- 
larity between the rules of international law concerning the 
war-time treatment of property on land and of property at 
sea, but in the latter case property rights appear to be much 
less respected than in the former This is apparently true 
despite the attempts to establish and fortify the doctrine of 
“ the freedom of the seas,” made by various nations includ- 
ing the United States, and especially Great Britain which has 
had so large a share of the merchant tonnage and traffic of 
modern international commerce and therefore has h^d little 

11 Wilson and Tucker, of at 254. 
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to lose and much to gain by the development of that doctrine 
It IS probably trife for the reason that the high seas have a 
much less de&nite status than land areAs, m either a legal or 
a practical economic way, legally, beyond the limits of 
coastal jurisdiction which does not ordinarily extend beyond 
the thiee-mile limit, they constitute a sojt of overlapping 
point or twilight zone of the general territorial jurisdiction 
of states as politically organized, and economically they are 
unpopulated, aie the scene of few industries other than cer- 
tain fishing activities which tend to have a shifting locabofl, 
and simply comprise areas of large but more or less irregular 
passage of traffic Should man’s economic activities be ex- 
tended to a fuller control and development of their resources 
and transportation facilities their status might become more 
definite, recognition by treaties of special national fishing 
rights even beyond territorial waters is a small beginning of 
such control But at the present stage of development the 
high seas are largely, whether politically or economically 
considered, a kind of no-man’s-land and this finds some re- 
flection in the laws of war concerning property at sea 

Ships at Sea. It is the general rule of international law 
that public vessels of a belligerent, with certain exceptions, 
as in the case of hospital ships, are liable to capture by the 
enemy m any port or part of the sea except in neutral j'uris- 
dictional waters Interestingly enough, the same general 
rule applies to pi ivate vessels of the enemy, with certain ex- 
ceptions as ‘in the case of small coastal fishing vessels How'- 
ever, certain special questions arise in this connection For 
example former customs and the Flague Convention of 1 907 
indica'ted an allowance of some days of grace for depasture 
of enemy ships at the outbreak of war, and such periods jv’ere 
usually allowed in the earlier years, though not m the later 

Ibid y pp 258-265, also 267-291 
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years, of the World War. Again there is the question of the 
transfer of merchant ships of a belligeierA to a neutral flag 
in order to escape the consequences of war According to 
the Continental view such transfer was usually held void, 
evasive intent being considered cf even assumed, while both 
the British and American views tended to validate any such 
transfer if a bona Me one, and the Declaration of London 
of 1909 proposed detailed rules for the clarification of views 
and regulating of practices However, during the World 
W^r British and American tended to coincide with Con- 
tinental practice A further question of the status of ships 
at sea during war is that of armed merchant-men A bel- 
ligerent's right to arm its merchant vessels for purposes of 
defense was in general rather well established before 1914, 
but during the World War it was exercised to an increased 
extent, particularly on account of the new submarine menace. 
Nations like Great Britain found such arming very neces- 
sary, and the United States as a neutral accepted the prac- 
tice although it tried to establish rules, such as those con- 
cerning the size of the guns to be mounted, which would 
more carefully preserve the distinction between merchant- 
men and war vessels Further, the treaty concerning sub- 
marine activities which was drafted at the Washington Arms 
Conference^® has been said to imply the arming of merchant 
ships It has been pointed out not only that the existence 
of submarine methods in naval warfare necessitates such 
arming but that continuation of the right of such aiming 
by inference perpetuates such methods, in recent years at- 
tempts have been made, at the "Washington Arms Conference 
and in other proposals, to bring about the abandonment of 

Proceedin\gs of the Conference on the Limitation of Ajmamentj 
1921-22, U S Sen Document, 126, 67th Congress, 2d Session, Proceedings 
of Plenary Sessions, pp 68, 157—165, appendix pp 108-111 
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submarine warfare, and this movement has been led by Qreat 
Britain/^ whose hnsular location and unusually large de- 
pendence upon overseas shipping for the maintenance of her 
national economic position naturally cause that nation to 
take such an attitude There can be no doubt that the sub- 
marine IS an agency which is peculiarly menacing to interna- 
tional commerce in time of ward® 

Cables and Wireless Telegiaph Facilities, While, as 
in other cases, it is difficult to summarize tenets which have 
not been definitely established or uniformly followec?, It 
may be observed that the rules of international law’ make 
cables between two belligerent areas subject to ^ffivar exi- 
gencies,’^ and cables between belligerent and neutral terri- 
tory liable to interruption within belligerent jurisdiction or 
even m neutral jurisdiction if used for war purposes, while 
such facilities if operated between neutral territories are not 
legally liable to interruption Wireless telegraph facilities 
may be regulated or their use piohhited if they are wuthin 
areas of military operation, further, the unneutra^ use of 
nominally neutral facilities is subject to penalties for such 
unneutral service, and wureless apparatus so used may be 
sequestered or even confiscated Entirely neutral service 
of neutral wdreless telegraph facilities, like that of neutral 
cable facilities, is technically exempt from molestation, but 
in actual practice during the World War even ordinary neu- 
tral radio communications were subjected at times to cen- 


It IS to be noted that the Arms Conference treaty on hm^ ration of 
na\ai armament among the ‘'^fi\e powers” limits sabniarine to’maict-. and 
that, while prior articles of th_ submanne treaty refer to rules of war 
whxh subma^mes must obs^r\e, Art cle IV returs to "'■ p^'^actiml mnos- 
s bilit;^ ” of using the submanne as a “destro\er of commerce” w^^bout 
\ lolatiyg^such rules, the question ipa\ be raised as to whuner this commits 
the signatories fU S , the British Emipire, France, Itah and Japan) to the 
prohibition of its use as such 
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sorship as a precautionary measure when it could be physi- 
cally accomplished 

Goods at Sea Although numerous attempts have been 
made to establish rules exempting private property from cap- 
ture at sea during war, several Categories of goods at sea, 
except in neutra*!- jurisdiction, are liable to such capture. 
These include (i) all public goods with certain limited ex- 
ceptions as m the case of works of art, (2) private hostile 
goods not under a neutral flag, (3 ) contraband of war under 
any flag and outside neutral jurisdiction and destined for 
enemy forces, and (4) neiiUal goods m the act of violating 
an established blockade All other goods are theoretically 
exempt The Declaration of Par|s of 1856 included provi- 
sions to the effect that the neutral flag covers enemy goods ex- 
cept contraband and that neutral goods except contraband are 
also exempt from capture even though under an enemy flag, 
but these rules were not established, practices have varied, 
and during the World War many even partly established dis- 
tinctiong fell away and in some cases even neutral goods un- 
der neutral flags were destroyed, though this was a contra- 
vention of fairly well established rules such as those first 
mentioned These rules also included provisions for meth- 
ods of capture and prize court adjudication of capture cases, 
although the indiscriminate destruction of mierchant vessels 
during the World War also violated such rules, however 
much such violations were protested 

Property and Neutrality 

Neutrality is in a sense a concomitant of war, in that 
the neutral f status of one state, if it be one of ordinary 
neutrality and not of neutralization, necessarily presup- 
poses the belligerent status of other states, consequently 
the effects of neutrality upon property are closely asso- 
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ciated with the effects of war upon property and have been 
incidentally touched upon in what has been stated concern- 
ing property and war But in the diicussion of that ques- 
tion emphasis was placed upon the effects of war upon the 
property of belligerent states and their nationals, whereas 
it IS important also to consider the matter primarily from the 
viewpoint of the particular effects upon the property of neu- 
trals and their nationals 

It is first necessary, however, to note that neutrality in 
general takes different forms inside from earlier distin’c- 
tions, now generally considered invalid, between perfect and 
imperfect neutrality, as well as distinctions such as that re- 
lating to so-called armed neutrality, there is a tjpe of con- 
ventionalized neutrality, or neutralization, which is to be 
carefully distinguished from ordinary, temporary, voluntary 
neutrality, or neutrality proper The neutralization of a 
state or a portion of its territory may involve a degree of 
compulsion or of permanence; the powers thus may neu- 
tralize a country in order to make of it a buffer state or to 
guarantee it immunity from attack, or to insure some per- 
manent freedom of a branch of commerce 
" Neutralization. In addition to neutralized states or 
portions of states there are instances of neutralized routes 
of commerce. Thus in a Convention of 1888 the nine pow- 
ers, Great Britain making certain reservations, agreed to “ a 
definite system destined to guarantee at ail times, and for 
all the powers, the free use of the Suez Maritime Canal,’' and 
rules therefor w'ere adopted Practically the same rules 
were provided for in the Bntish-American Treaty of 1901 
conce'rning the construction of a canal on the^ Isthmus of 
Panama, the later adoption by the United States of a, tolls 
system, for the Panama Canal with exemption for American 

Wilson and Tucker, of at ^ pp 29S-360 
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vessels (later repealed) was probably not contrary to this 
intent (though possibly to other purposes) of the treaty, 
but it may be argued that m certain emergencies the United 
States might not keep the canal open to the ships of all 
nations, just as the British Government might actually close 
the Suez Canal, yet these facts and possibilities probably do 
not alter the theoretically neutralized status of these canals 
at international law It is also clear that the neutralization 
of a transportation route, as of a state, is considerably dif- 
ferent from a voluntary and temporary adoption of neu- 
trality by a given state during a war between other states, 
but it is commonly considered in connection with the latter 
category, and has a peculiar importance m woild commerce 
This is further illustrated m the post-war case of the Turkish 
Straits 

Commerce and Neutrality. Considering neutrality 
proper, that is, the non-belligerent status of a state in time 
of war, it is obvious that such a state and its nationals are to 
be considered generally free from the exigencies of the war, 
in their economic as in their other pursuits, so long as no ^ 
unneutral acts are committed or in other words so long as 
the status of neutrality is strictl}^ maintained This is par- 
ticularly clear with respect to their property and contract 
rights within their own territory, which is considered to be 
free from invasion and molestation in any way According 
to the doctrines of international law they also have the same 
general right to carry on international commerce as m time 
of peace 

However, not only is it true that their foreign trade 
and shipping and other foreign economic activities, sftch as 
financial ones, are m fact usually much altered m war time, 
as in the economic if not legal closing of certain ^foreign 
markets and the special stimulation of certain types of trade 
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and trade with certain regions, but it is also true that their 
general neutjol It gal right to carry on external copimerce 
necessarily comes into frequent opposition to the special 
rights of belligerents This results in considerable vagueness 
and variation m the rules^Hvhich have been formulated at 
international law concerning the exact demarcation of these 
general and special rights, so that the treatment of neutral 
commerce cannot be dismissed by characterizing it as exempt 
from interference Specifically this treatment has been de- 
termined by matters of destination, ownership of goods, and, 
in the World War, origin and nationality of vessels 

Angary Before considering the effect of neutrality 
upon ships and goods in^the actual process of commerce, 
practices under the right of angary, alluded to above, should 
be heie mentioned This right, of ]iis angariae, is the right 
of seizure of transport and communication facilities, sub- 
ject to restoration and compensation The practice had 
tended to be obsolete for a long period prior to 1914, but it 
had been permitted under Article 19 of Hague Convelition V 
of 1907, and during the World War many neutral ships were 
seized and pressed into service by the belligerents The 
British Government reaffirmed this right in ilarch 1918, and 
the American Government took over a number of Dutch 
merchant vessels and after the Armistice paid compensation 
for their use and for their loss when the latter had occurred 
There were still other cases in which northern neutral ship- 
ping came into the service of the Allied and Associated Pow- 
ers by special agreement, but the right of angary itself was 
sufficiently exercised to indicate its retention m modern 
practice * 

Ownership of Goods In the regular processes of tfade 
and shipping where there is no forced service, liability to 
capture to a considerable extent involves the ownership of 
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goods In the first place, for obvious reasons, neutral goods 
on neutral ships are technically exempt the exigencies 
of war For a long period it was the general doctrine that 
enemy goods could be seized even though under a neutral 
flag and that neutral goods ware exempt even under an 
enemy flag, in short that ownership of goods was the de- 
termining factor m the treatment of neutral commerce. 
Modern practice varies greatly, but with a tendency to re- 
gard any goods on enemy vessels as enemy goods and even 
whether legally or not, to subject neutral vessels carrying 
enemy goods to the same treatment as enemy vessels, that 
is to extend the powers of belligerents at the expense of neu- 
tral rights of commerce The Declaration of Pans of 1856 
undertook to exempt from capture both neutral goods under 
enemy flag and enemy goods under neutral flag, with the 
exception of contraband But there has been much depar- 
ture from these principles and during the World War 
there were cases, of course protested, of seizure and even 
destruction of neutral vessels thought to be carrying enemy 
goods. 

Contraband Articles for use m w^ar are termed contra- 
band of war and are legally subject to seizure, regardless^nf 
flag Attempts have been made to formulate rules con- 
cerning treatment of contraband, including penalty Before 
1914 it was generally considered that no penalty was in- 
volved in the mere transportation of contraband, but that 
hostile destination of either absolute or conditional contra- 
band justified the penalty of condemnation Further the 
Declaration of London of 1909 if ratified would have per- 
mitted condemnation of a vessel if contraband constituted 
either by value, by weight, by volume, or by freight, more 
than half the cargo (Article 40) At times certam states 
have substituted preemption for condemnation, that is have 
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simply purchased ithe goods at mercantile value plus reason- 
able profit, but generally speaking confiscation has been the 
penalty for contraband of hostile destination, and during the 

World War confiscation and even destruction were resorted 

> 

to without full proof of hostile destination 

Much difficulty has arisen in determining just what com- 
modities are to be included m the contraband category Cer- 
tain classes of goods, such as munitions, are obviously in- 
tended for war use and are known as absolute contraband, 
and certain other groups of commodities are clearly not'o? 
any immediate war value, but between these two groups 
there are large classes of articles which may or may not be so 
used, depending upon circ^umstances, and which are some- 
times termed conditional contraband From the time of 
Grotius attempts have been made in treatises, treaties and 
conventions to enumerate the articles in these se\ eral cate- 
gories For example, the Declaration of London of 1909 en- 
dorsed a list drawn up at the Hague Conference of 1907. 
specified munitions as absolute contraband, included food- 
stuffs, fuel, and clothing in the conditional contraband class, 
and specifically placed various other commodities, such as 
cofton and wool, on a free list But such lists, if feasible 
at all, must necessarily change with circumstances, and dur- 
ing the World War, after numerous extensions of lists by 
the respective belligerents, the category of contraband be- 
came piactically all inclusive. Without complete interna- 
tional agreefnent, and possibly even then, such mclusiveness 
is likely to continue, especially in view of the increasing ex- 
tension of modern warfare beyond the field of military 
combat 

Convoy International law recognizes the right of son- 
vpy of neutral merchant ships by the war vessels of their 
respective governments, but this right has been little exer- 
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cised in modern times During the Worid War there was 
much convoying of troop ships and even of some merchant 
ships of belligerents, out little neutral convoying 

Licenses to Trade A license may be given by a govern- 
ment to its own or other nationals, permitting them to carry 
on commerce in -vspite of the existence of war , this may be 
general, to all nationals, or special, to certain persons or foi 
certain trades Such a license, while it may not alter the fun- 
damental commercial rights of neutrals, may actually give 
neutral nationals an opportunity to trade where this might 
not otherwise be possible, the practice is perhaps best illus- 
trated by the licenses granted by the British Government 
to certain American persons and companies during the earlier 
years of the World War. 

Visit, Search, and Seizure, The doctrine of contraband 
also involves the processes of visit, search, and seizure, con- 
cerning which attempts have been made to formulate detailed 
rules of international law, but m which practices have varied 
Generaily speaking it is established that a neutral vessel 
may be visited and searched with the observance of certain 
formalities and in such a way as to safeguard life and protect 
innocent goods, and that if the vessel carries contraband'" it 
may be seized and brought to port for adjudication before a 
prize court In the World War the United States, while still 
neutral, protested (October 21, 1915) against the failuie of 
the British Government to confine the locality of search and 
seizuie to the high seas Before 1914 it had also^been recog- 
nized, even by the Declaration of London of 1909 (Article 
49) that in certain exceptional cases, where to bring the 
neutral ship to port would involve danger to the warWessel 
captor, the neutral ship might be destroyed, but the abuse 
of this rule, particularly by German submarines, was pro- 
tested by the United States, as on February 4, 1915, and 
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ultimately had uvuch to do with America’s entry into ^ the 
war in 1917 The difficulty of using submarines , as de- 
stroyers of commerce without such abuse and without danger 
to the lives of neutral nationals, as mentioned above, ffias 
been the basis for attempts Co outlaw all submarine activities 
of this sort 1 

Blockade In addition to its liability under the doctrine 
of contraband, neutral commerce is subject to the process 
of blockade Hostile blockade is the obstruction of com; 
mumcation, usually by water, wdth a place in enemy terri- 
tory, and the usual penalty for its violation is forfeiture of 
vessel and cargo While customs vary, before 1914 the 
generally established rules^of international law concerning 
hostile blockade w’ere that it presupposes a state of war, 
must be declared by proper authority, must be the subject 
of notification to neutral states and their subjects, and with 
respect to both place and manner must be effectively main- 
tained The fundamental purpose of blockade, commer- 
cially to isolate the enemy, has caused it to be widely ex- 
''tended During recent wars there were established various 
defensive ” or strategic areas ’’ and mined areasT some 
of Which were accepted as legitimate, but the undue exten- 
sion of so-called war zones ” in which all neutral shipping 
would be summarily sunk was striking, and it was such an 
act which was the immediate cause of the breaking off of 
diplomatic relations between the United States and Germany 
on February 5, 1917, and which led to the American declara- 
tion of war on April 6, 1917 

Continuous Voyage The doctrine of continuous voyage 
has to do with activities of neutral merchant vessels and its 
general purpose is to prevent such vessels from escapmg 
technical responsibility vfith respect to hostile destination 
by merely touching at a neutral port Prior to 1914 jihere 
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were discrepancies between the views c> various govern- 
ments The American interpretation Md been rather ex- 
treme, particularly during the Civil War, and was indicated 
in a decision of an American court m the case of the Stephen 
Hand' m which it was held th^t if any part of a voyage is 
unlawful it is mrlawful throughoiii, and that “ the commerce 
is m the destination and intended use of the property laden 
on board of the vessel, and not m the incidental, ancillary, 
and temporary vo^mge of the vessel . The interpreta- 
tion by various other states has been less extreme and certain 
of them have refused to recognize the doctrine, but during 
the World War it was extended further than ever before. 
Even if It had not been so exteryied, the extension of other 
doctrines of international law and the establishment of trade 
control at strategic points of destination m important neutral 
regions probably would have had, in given cases, as much 
or more substantial effect. 

Prize Comfs Neutral merchant ships and goods seized 
for vidlation of the rules of war, as well as enemy merchant 
ships and goods, may be brought before a prize court for 
adjudication, and the possessor’s title becomes complete if 
the decision of the court effects condemnation Such a court 
cannot be set up m neutral jurisdiction, but may be estab- 
lished by a belligerent in its own terntoiy or m territory 
where it has military jurisdiction or in allied territory, its 
constitution and even its procedure may vary according to 
municipal law, but the procedural methods are more or less 
similar in different countries The Hague Conference of 
1907 drew up a Convention, not subsequently ratified, for 
the creation of an International Prize Court 

Blatchford’s Fuze Ca^es^ 387, 405, 407. 
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ExiWt and Import Control 

Aside from the ordinary peace-time control exercised by 
nations over international commerce under the legal power 
of their own municipal laws and in the effecting of their 
national commercial policies, the various states naturally 
also adopt, upon the basis of their respective municipal juris- 
dictions, stringent systems of war-time trade control which 
greatly supplement their interference with commerce under 
the so-called laws of nations This tjrpe of control often dr? 
fact extends into neutral jurisdiction, and is at least as im- 
portant in actual commercial effect as the control described 
above and recognized as a part of international law Thus 
during the World War the Allied and Associated Powers 
maintained an elaborate system of trade control, by which 
they not only refused to permit clearances of goods destined 
immediately for the enemy but also carefully restricted ship- 
ments to neutral countries of goods that might 'pass on to 
the Central Powers and even of goods, such as feedstuffs 
,for cattle, that might be used in the production of other 
commodities which m turn might be shipped to the enemy 
Sonjewhat similar measures were adopted by the Central 
Powers, but to a much less important degree since their 
available exports were much more limited These trade 
control systems, except as they utilized blockade, involved 
international law very little if at all Rather they were 
within muniqipal competence, supplemented in several in- 
stances 'by negotiations culminating in the so-called trade 
agreements with the neutrals The fact that this type of 
war-time trade control, especially after the entry of the 
United States, proved much more effective during the Woidd 
War than any measures resting upon doctrines of inter- 


C/ U S War Trade Board, of at 



1 14 INTERNATIONAL ECONOMIC RELATIONS 

national law, is cne of the many illustrati/ms of the greater 
efficacy of measures within municipal legal competence than 
of those within the field of the so-called lav^ of nations 

The Establishment of International Law 

Practically all oi the rules of international law referred to 
m the foregoing paragraphs not only have been discussed 
and interpreted by publicists and municipal courts from the 
time of Grotius or before, but also have been the subject of 
special treaties, of consideration by international confer- 
ences, and of international declarations and conventions 
Within recent times the latter have been especially typified 
by the First International Peace Conference’’ (Hague) 
of 1899, the Second Hague Peace Conference of 1907, and 
the International Naval Conference at London which drew 
up the so-called Convention of London of 1909 Subsequent 
conferences, such as the Paris Peace Conference and the 
Washington Conference on the Limitation of Armaments, 
have touched upon those rules, but have dealt more with 
what might be termed world politics than with international 
law The various conventions, however, have attained much 
less than universal ratification, even among the powers 
active in their formulation, and the very general departure 
from even those customs which had been considered fairly 
generally accepted, notably during the World War, has both 
retarded the full establishment of such rules of international 
law and demonstrated the almost insuperable “difficulties of 
their establishment, observation, and enforcement 


"International Law and Commerce 

Needless to say, the foregoing consideration of the .principal 
points involved in certain pertinent aspects of internatioxial 
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law is in no senst' untended as an exposition, from a legalistic 
point of view, of those aspects of tha.t body of law — if it 
may be termed law rather than a collection of attempted 
rules It has been included in order to present a more 
detailed account of the economic aspects of, that is, specifi- 
cally of property and contract at, interriktional law, than 
could be given in mere generalization It is doubtless suffi- 
cient to afford a basis for certain general observations from 
the viewpoint of the present study , . 

These observations may be enumerated as follows (if 
Much of international law concerns property, private as 
well as public (2) Nations at war make the struggle an 
economic as well as a military one, and probably tend to do 
so more and more, bending every possible effort toward 
the economic reduction of the enem}^ The partly economic 
character of modern warfare, w’hile generally known, is 
peculiarly disclosed in the fact that the rules of international 
law — rules applying in practice much more to international 
dispute and conflict than to peaceful relations — in so 
many instances have to do with property as well as with 
immediate military procedure. (3) The efforts, however 
unsuccessful, toward the establishment of these rules as a 
body of true law, have represented in part an endeavor to 
confirm the inviolability of property as well as the sanctity 
of life wherever possible from the viewpoint of the necessi- 
ties of actual combat This endeavor has not been entirely 
futile, .for there probably has been at least some measure of 
refinement from the economic and personal ruthlessness of 
ancient warfare (4) To the extent that these particular 
rules have been partly established there has been ’a tendency 
in times of conflict toward somew’hat greater mutual respect 
fpr economic interests and respect for economic interests of 
neutrals That is, formulation of law has been influenced 
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by efconomic fact and economic concord ^ (5) In general, 
howevei the centuneg-old attempt to establish international 
law, as law, has been far from completely successful as yet, 
and has received striking set-backs in recent years (6) The 
great hazards to vhich international commerce, of belliger- 
ents and even ci neutrals, is subjected m time of inter- 
national condict are most signincant, particularly in view 
of the fact that there are comparatively few intervals in 
whtch such conihct is not m process in greater or less degree 
in some part of the woild Nevertheless, world commerce 
steadily continues in laige volume in the face alike of such 
hazards and lack of legal protection and of the numerous 
non-hostile restrictions embraced in the tariff and other 
commercial policies of nations (7) r\bove all, the rules of 
international law, whether considered to be established or 
not are largeh” of a negative character They have much 
concern wTh property m time of conflict or dispute and 
little concern with the commercial processes of peace It is 
these peaceful commercial processes that are much the most 
significant thing in international economic relations The 
surprising fact, therefore, is not that international law has 
not done more to safeguard commerce, but that such com- 
merce continues in spite of the hazards and lack of complete 
legal protection In short, from this viewpoint as from 
others, despite dangers and disputes and insecurity, world 
commerce perennially flows on In emergencies it may be 
partly stopped or destroyed or diverted by military combat 
and political conflict, but seldom wholly so, and flowing over 
barriers it tends to resume its natural geographic and 
economic cdurse. 
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INTERNA'iIONAL ECONOMIC RELATIONS AND 
MUNICIPAL LA-^^ 

The question of the relation of international commerce and 
law suggests also the matter of municipal iaw^ which may 
be touched upon from the vie\A=pomt of thg present study 

However much international law^ proper, or so-called 
public international law, may affect private property and 
contract and international commerce both indirectly and 
directly, it is obvious that such commerce, especially iil its 
normal, peace-time processes, is much more frequently, 
minutely, and intimately affected by the national legal 
systems of the countries immediately concerned m given 
transactions 

Without attempting to analyze and compare the detailed 
principles of these various systems of commercial law',' ' the 
generalization may be made that some of these systems are 
more condjcn*e to international industrial and commercial 
relations than others, and that a similarity between such 
systems m twm given countries, such as England and the 
United States, may considerably facilitate commerce be- 
tween those twm countries 

Doubtless the broadest distinction among the commercial 
laws of Occidental countries is that between what are some- 
times referred to, respectively, as the Anglo-Saxon legal 
systems and the legal systems based upon the Code Napo- 
leon In the former, there are the two main codes and cor- 
responding types of courts, the civiI and the criminal In 
the latter there is usually a third distinct code, the commer- 
cial cede, with a corresponding category of courts, the com- 
mercial courts England and the United States furnish 

Vade U S Department of Commerce, ConvnerctaL Lav.^ of Eng- 
S Gotland j Gerynanx^ ayid Fyance, by Wolre, A J , in collaboration 
With Borchard, E M , 1915, Special Agents Senes No 97 

For a brief description of these systems from the practical vic’cv- 
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examples of the former, and France, strain, and many 
CGuntnei of Latin Aiperica such as Argentina, Cuba, Para- 
guay LAuguay Honduras and Guatemala, of the latter. 
Germany Austria, and the Scandinavian countries are 
sometimes cited as among the latter class, though with a 
different type of commerce laws, this classification is per- 
haps questionable, and in any event, such courts as the 
^ industrial ' courts and the ^ commercial courts set up m 
Germany for the adjudication of disputes between employers 
and employees are to be carefully distinguished from the 
true commercial courts of certain Latin countries, the 
^ commercial chambers of the superior courts being more 
analogous to the latter but withotit a sharply differentiated 
commercial code 

Some of the general characteristics of the commercial 
code and commercial court system may be indicated as fol- 
lows ( 1 1 Commerce courts have a registry office where 
individi^als, firms, and corporations, whether domestic or 
foreign, which carry on or intend to carry on business activi- 
ties within a certain area are compelled by law to register, 
and in some instances to file periodical business reports and 
sworn statements concerning financial status (2) Fre- 

po.nt of fore’gn bus'ness ^jde Sai^ay, N , Frmctphi. of Foreign Trade^ N Y , 
X919, pp 316-325 Detailed information on the law of a particular 
cruT^try on a gAen commercial matter is published from time to time by 
the D \’son of Coirmercmi LavyS ot the U S Department io£ Commerce, 
in the weeky Coirmeiee Reports or in pamphlet form For a com'^rehen- 
1 \ e compilat.on, z ^de The Coiiunercial Lazvs of the Worlds comprising 
i\e 7 >.erzcinnhy hills of exchange^ hankrnftcv and nmriinne lazjss of all 
cnd.zel naiiOKi,^ togeihtr zxHh commentaries 07^ ciz^il pjocedure^ constitu- 
tion of CO ir:sl ari traie cmtoms^ in the ongmal languages inierleazed 
English trandation ("32 \ol3, American ed’tion pub by Boston 
Book Co, Boston), Sir Thomas E Sciutton, Consulting Editor, William 
Bowsteaa, General Editor, also brief digest of laws of leading countries 
in Fiartindale’s imerizan Lazxi Dnector\ (annual, since iZ 6 %)^ N Y 
Ct U S Department of Commerce, op cit ^ pp 24--6S 
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quently the requirements for a foreign corporation iirtend- 
ing to begin such operations include the filing of a certificate 
of incorporation verified by a consular or diplomatic officer, 
minutes of the first meeting, proof that the capital required 
to be paid in '' has been so paid^ and proof that notice of 
registration has been published in the Icisal press f 3 ) 
permit or license to do business is issued by the registry 
office (4) In some cases the keeping of a certain number 
of books, with prescribed methods, is required ^5) Cogi'* 
mercial laws, such as bankruptcy and many other laws con- 
cerning the obligations of one business enterprise toward 
others, are frequently stricter in such countries^ and in gen- 
eral business there is often more closely supervised by the 
government (6) This system of registration and direct 
supervision in some ways impedes the activities of foreign 
business, but it has the advantage of protecting both the 
registrant and other parties by giving notice of existing 
status, of partly preventing fraud and, as in giving foreign 
creditors equal status with domestic creditors, of Tending 
to place foreign business on a basis of certainty and equality 
at law On the other hand, Anglo-Saxon legal systems are 
at least as highly developed in their definite treatment of 
property and contract, whether foreign or domestic 

Observations may be summarized as follows ] It is 
obvious that the private commercial laws of the various in- 
dividual countries touch international commerce more in- 
timately and more generally than does international law 
(2) While in a sense their effect is negative, applying pri- 
marily m matters of difficulty as in cases of dispute con- 
cerning fulfillment of contract, this effect is less negative 
than that of international law since it occurs m the prOcess 
of normal, peace-time, private economic transactions rather 
than in the process of national conflict, and in many ways 
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assists such transactions. { 3 ) It is probab/y true that some 
S3"stem3**of municipal commercial law are more conducive 
than others to such commercial relations (4) In many 
ways- this is particularly true of the systems which involve 
a distinct commercial code and separate commercial courtSj 
because of the certainty and the definite fixing of mutual 
business obligations amxong both domestic and foreign en- 
terprises :n such jurisdictions In other ways the encourage- 
ment to commercial transactions is piobably greater where 
there is the greatest similarity in systems of commercial law 
as between two given countries for example, 3S between 
England and the United States (5) In general the greatest 
assistance is indirectly given to international business in all 
those instances vrhere the national systems of commercial 
law make most definite provision for the legal status of such 
business and therefore place it upon a basis of certainty and 
stability in its ngh ts and obligations (6) The necessities 
and conveniences of private international economic trans- 
actions nave resulted, not only in considerable development 
of a definite and non-discrmimating legal status for foreign 
enterprise and for domestic enterprise carrying on foreign 
business at municipal law, but also m some growth, out of 
the confixt of such laws, of mutual recognition of legal 
systems m cases where doiriXiie and location of property 
and place of conclusion or performance of contract involve 
more man one national jurisdiction — that is, in a growth 
of so-cailed piivate international law, which m’ay n@xt be 
obseri ed 

INTERNATIONAL ECONOMIC RELATIONS AND 

^ THE CONFLICT OF LAWS 

International law proper, or as it is sometimes terme47 
public pdernational law, deals or is assumed to deal exclu- 
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sively with the telations of states one with another, as has 
been indicated m the preceding paragraphs Ther^ is also 
a body of rules variously referred to by the terms private 
international law or the conflict of laws '' A number of 
legal authorities have been unwilling to employ the former 
term, holding that international law is entirely and per se 
public, and that all cases of purely private international 
adjudication simply fall within the field of conflict of mu- 
nicipal laws, or, expressed positively rather than negativei\% 
of international legal comity or reciprocity However one 
of the most highly recognized authorities on the subject has 
expressed the opinion that it may well be called private 
international law While public international law deals 
with the relations of states with each other, this so-called 
private international law has to do with the individual re- 
lations of nationals, that is, of citizens and subjects of one 
state with those of another It is obvious that it is of not 
inconsiderable economic importance 

-- For a short summary of this bianch, ztie s, Geor^. B , op it : , 
pp 181-1S9 For fuller treatment, (a) Story, Josepn, 

oa the Conflict of LavjSy 1841, 3d ed , edited b} B’glou, M M , 1883, esp 
PP** 3i5“532 on foreign contracts, pp 533-590 on personal property, 
pp 591-640 on real property, (b) Wharton, Francis, A Tre'iti^e on the 
Confiict of Laws or Pmate hJei nat.o> at Lav\ 3d ed , b\ Parnele, Geo 
H , Rochester, 1905, 2 vols , esp , Vol I, Chap VII, pp 606-S4S on ‘Ghe 
law of things and Vol II, Chap VIII, pp 85S— 1272 on obligaLons and 
contracts (Page references gi\en particularly to econom c aspects ) For 
a treatment Vvith special reference to commeicial lav, Masse, M G, Le 
Droit Commerpsial dans ses rapports azec le Dron des Gtm ct le DroA Crwf 
3rd Pans, 1874 For treatment special reference to EngLsh lavv, 
Dicey, A V, and Keith, A Berriedale, A Digest o-f /A Lazs ct F 
with reference to the Conflict of Laws, 3d ed , London, 1922, esp Book III,, 
pp 572-660, on Contracts, and pp 539-57 1) on P’*operW 

-^^Story, Joseph, of cit , pp 9-10 It should be noteeh bone\er, that 
this authorit\ does not place it in contradistinction to pubPc lav, but refers 
to it as a branch of public law, although this in\ol\es a certain contradiction 
of terms* 



122 ISTERNATIONAL ECONOMIC RELATIONS 

! 

The" Gexee-Al Nature of Private Int£rnational Law 

The general nature of this may be broadly summarized 
as follows* (i) It IS far from fully established as a true 
body of law of universal and uniform acceptance, but there 
15 apparently a g^owung tendency toward its establishment, 
for the sake of convenience, especially as normal interna” 
tional industrial and commercial intercourse increases in 
volume and complexit\n (2) It derives its force fiom the 
sm*ereignty of the states w'hich admnnister it (3) It is, 
therefore, in a sense merely a subdivision of municipal for 
national ) law, m England and the United States it has some- 
times been referred 10 as a part of the common law 
I 4 * \hewed m one vray it is less substantive than procedural, 
that is, consists of rules determining the circumstances under 
which the law of another country will be applied m a given 
country How*ever, to the extent that it consists of the 
actual principles of the law^ of one country applied in an- 
other, itris substantive, and it is m this latter sense especially 

'Modern in dealing- purely private relations is 

iro^e an gls ‘02%^ to those rtlauons as thev really are, or as it is 

t u.t to D.j then to aiSxm the exclusi\ eness of d^e 

r Mzi ct SO’' uTv, g-’ j a'T'i are n an\ cases in ^^h. ch this object is best 

a tCv, .an of the countr\ to ■•’'vhich a foreigner belongs 

to j^eran r x .a 01 tr. local Ian, or b\ alioning a subject to be affected 
Ov a tuTr gn .rst^ad cf i ^ nat oral Irn, when toe tno aie in conffict The 
co'f'c^'S c'^s ard rela^^" o'-^s of sovereign rignts nhxch it has become cus- 
ton'’w-r\ tor c zed ’^'’t o’ s to 12 <. ke for these reasons ha\ e guen use to a 
Dodv or a=age er cons aerable bulk, called prnate mteinational law 
Pma*x. rtea^at enal law is not, hov, e’^er, a pait of internatioivil law 
pT*oner T^e latter, as nas been seen, s concerned nith the relations of 
States, a so far as ir-x* % duals aie affected, they aie affected only as mem- 
bers or the r =“ate Prnate mternat onal law, on the other hand, is meiely 
a subd V s tm or nat onal Ian It dern^s its fo.ce from the sovereignty of 
tne stares adm’^* s*erN'g it, u affects only the relations of indnnduals as 
such, and it cors.sts .n the ruLs bv whmb courts determine v^ithin what 
rational lUrisdxCt rr a case equnabh falls, or b\ v^ihat national lan«^it is just 
that t sna.l be J^uded ” — DaviS, George B , 0^ ei/ , p 18 1, quoting Half, 
bp W,par 10, p 54 
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that it is said to l-o a subdivision of municipal law (5"^ It 
iS not obligatory, but is purely voluntary, which gives 
rise to the application to it of the lerm '^international 
comity (6) At best it is only applied m a given country 
when not incompatible with the legal s^/stem and public 
policy of that country"^ (7) Although dealing also with 
such matters as personal relations, it is greatly if not largely 
concerned v/ith legal questions involved m private interna- 
tional economic relations, that is wiih various phases oj 
property and contract Some of these characteristics may 
be considered somewhat more fully 

Its Problems 

The problems of private international law may be summed 
up as follows (i) Recognition of a country’s own laws or 
the laws of other countries Rights may have been acquired 
at home or abroad (2 ) Determination of place of domicile 
At least as many as three countries may be concerned for 
an individual may be a citizen or subject of one country, 
may be temporarily living in the country where he seeks 
remedy, and may have permanent domicile in a third 
country (3) Determination of place of action Two or 
three jurisdictions may be involved, since part of the trans- 
action may have occurred in one country and another part 
in another, and litigation may occur in a third Even more 
complicated cases than these may arise Expressed another 
way, the three major problems of pnvate international lavr 
are (i) law of country, (2) j'urisdiction, and (3) choice of 
law In view of these problems, that is, in view of the fact 

It IS scarcely necessary to point out that in this as other respects 
it IS fundamentally different from extraterritormiu , %\hich is essentiViK 
an extensi=^n of the legal system of one country to co\er its citizens or 
subjects in another countiy Re extraterntoriaUu, zuie later chapters- 

Cf Dicey, A V , of ai , introductorv outline 
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thsl private international law is essentiallj a conflict of lawS;, 
It IS significant that progress has been made in its develop- 
ment by various countries, a progress clearly based upon 
tho necessity of giving at least a limited amount of legal 
assistance to the growing volume of private international 
intercourse with its inevitable cases requiring adjudication 

Its Subjects and Rules 

A^^somewhat more complete idea of the content and status 
of the '' conflict of laws may be obtained by briefly noting 
its mam outlines 

The principal subjects treated of in private international 
law have been enumerated as follows 

(i) Tne legal status of aliens, and their capacity to do certain 
acts in a state not in accordance with its municipal law, but m 
accordance vith the municipal law of another state 

( 2 I Questions as to the validity of foreign marriages and di- 
\ orces. 

( 3 ) 'Questions as to the validity or binding force of contracts 
or agreements 

1 4 ) Questions concerning ownership or transfer of land and 
goods 

I 5 ) Bankruptcies 

These disclose its largely economic character 

As to recognition and enforcement of foreign judgments, 
most states give effect to them under the following con- 
ditions 

(i) The tribunal which pronounced the judgment must have 
been competent according to the law of the state to which it 
belonged, tg decide upon the matter under adjudication ^ 

g2) The jurisdiction must ha\e been complete as to subject 
matter and over the parties to the suit. 

Da\iSj Geo B , a/ , p 185 (paraphrasing) 

IhJ ^ p 1S7 (paraphrase) 



\hE legal factor 12 s 

(3) The foreigner who was a party mast have been fairly 
heard before the tribunal, according to the laws of the state, and 
on an equality, in every respect, including thp right of appeal, with 
a nativ^e subject 

(4) The tribunal must ha\e decided upon the ver\ subject 
matier ot the litigation, and the decision must ha\e been hnal, or 
made by the court oi last resort 

> 

The principles followed, while necessarily not clearly 
and uniformly defined, have been enumerated substantially 
as follows 

(1) Laws destructive of capacity are disfa\ored, and iho^^e 
protective of capacity are favored, mternationall}" An example 
of the former would be those recognizing slavery 

(2) Persons are in general subject to the law of their dopi>ciIe 

but when visiting other lands, they can only claim to be invested 

with the law of such domicile to the extent which is consistent 
with the law of Christendom, which is the foundation of private 
international law ” 

(3) In matters relating to a decedents estate, except real tv , 
the law of the last domicile of the decedent is to prevail 

(4) Property, real or personal is subiect to the I \ ici si^ae 

(5) Contracts as a general rule are aovernea by ire Ici loci 
^solutionis (this generalization may be made onl\ on the assump- 
tion that the majority of such contracts are to be performed else- 
where than in the country where made, otherwise the le , loci 
iontr actus gov^erns) 

Of all these matters, no doubt international prrvate con- 
tracts are the most im.portant m the international business 
relations of industry, trade, transportation, and finance. 
The status of contract has been pithily expressed by Story ^ 
in this language Generally speaking the validity of a con- 
tract IS to be decided by the law of the place where it is 

^ p 186 (paraphrase) 

Terms La\\ of domm ic = doym^tlii La-'>\ ot locrt 0*^ (of 
property j == lex sitae or /cr r/; La\^ of place nhe’-e contract is 
made = Ufx loci contractus Law of place of ( contract j performance = 
le^ loct solutionis 

21 o-p at , p 325 
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made, unless it is to be performed in another country, for, 
as werShall presently see, in the latter case, the law of the 
place of performance is to govern ” “■ 

^ On the \arious matters under disco^sion here, the following- synopsis 
g’" en b\ op cit ^ Bk I, pp \li-\lii, of the status of private inter- 

national law in the Engiisn legal system, is of lilustratne interest 

arl Cho ce of Lazo 

I Any r ght w h.ch has been duly acquired under the law of any 
Civilized country .s recognized and, m general, enforced by English courts, 
and no right wn’ch has not been duly acquired is enforced or, in general, 
fefogn.zed Dy EngLsn courts 

II Engi.ah courts wdl not enforce a right otherwise duly acquired 
under the law of a foreign countr\ — 

A Wheie the enforcement of such a right is inconsistent with 
an\ statute of the Imperial Parliament intended to have extra- 
terr to^ial operation, 

B W here tne enforcement of such a right is inconsistent with the 
pol c\ of Engiisn law, or with the moral rules upheld by 
E'-'g-Lsh law, or with the maintenance of English political 
mst’tutio^'s, 

C the c’^forcement of such a right invokes interference 

rw rh "-h, author.u of a foreign so\ereign within the country 
wn>,r^uf he *s so\ere.gn 

Jiirti hction 

III Tr„ so\ere’gn of a counrr}-, actmg through the Courts thereof, 

has ur ii vU' O’ .r < " el , has a r ght to adjudicate upon) any matter with 
r^ga 1 ' t C-" g. ^ an extectwe judgment, and has no jurisdiction 

e'er ef, - s "1 ..g * to ad ud cate upon j an\ matter with regaid to 
X li zz L -’'o: ^ .udginent 

_ e — \\'".n w ,th regard to any matter . . the Couits of no 

O’-'e cn g’e a co-^ipkrely efi^ctu c judgment, but the Courts of 

’^ev.rni can g. -- a mmre or less AiectAe judgiPxtnt, the Courts of 

thx^t me most en^cti\e judgment can be gwen hate a pief- 

ermM- u'* -a cnon 

IV T ^ sG\er„ gxu of a country, actmg through the‘'Court^ theieof, 
^as a r g'-'t to -'-cresv- jurseimton oter a"W person who voluntarily sufc>~ 
m.'S to b 5 ur.sd’ct-O’^, or, m u^ner words, the Couits of a country are 
Courts ur mpv.t.^'t ,urisJ c*" on o\er an\ person who \oluntarily submits 
to irciT ^ur.adxt’on 

^ Choice or Laz: 

* \ Tre nature of a right acquired under the law of any civilized 
couny-v must b. demrinm^d m accordance with the law under^ which the 
mght ’s acqu red 

VI \\hene\cr the legal Atect of any transaction depends upon the in- 
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The Conflict of Laws and International Comity 

The fact needs emphasizing that private international law 
arises out of the conflict of national laws and is essentially 
a matter of reciprocity, or, more strictly speaking, of vol- 
untary consent of any given country Wharton^" distin- 
guishes between comity of sovereignty and comity of courts, 
infers that private international law rests upon the former 
rather than the latter and apparently prefers to consid^r^ 
such law most strictly as a subdivision of municipal law 
rather than as a matter of comity He says It is natural, 
also, for a judge, in giving an opinion admitting foreign law 
as binding, to say that there is a ^ comity ’ between civilized 
states which leads them reciprocally to adopt each other's 
rulings But when we ask why is this ^ comity ’ regarded 
as ruling a case in an English or American court, the answer 
is ^ because this is required by the common law ',•* and if we 
ask why it is required by the common law, the answer is, that 
the law of nations is a part of the common law, and private 
international lavr is a part of the law of nations 

Such a view may be conducive to a more definite estab- 

tent on of the part\ or parties thereto, as to the Izv^ b} %\n’ch it v^as ^o\- 
erned, then the effect of the transaction must be determined in accordance 
%\ith the la-w contemplated b\ such party or part’es 

Dice\ also states, Ek III, pp 609-610, tiie foiloving" rules concern- 
ing- the la-i^ of contract, that is, presumptions as to the proper law of 
contract’’ (the laT\ under T,\hich its interpreta*- on and obbgation are to 
be deterimred) "i Prrpa facie the proper Ia\^ of contract s presumed to 
be the la\\ of the countr\ T\here the contract is made (Je< hci coinracins) , 
this prL:=uniption appLes \Mth special force x^hen the contract is to be per- 
formed wholh in the country %\here it is made, or may be performed anv- 
y here, but it ma} apply to a contract parth or e\en wholh to be perrormed 
in another country 2 When the contract iS made in one country, and to 
be perfoimed either yholh or partly in another, then the proper la^-'v'of 
contract, esoecialU as to the mode of performance, ma\ be presumed to be 
the'*lay of the country -^^here the performance is to take place {lex loci 
solutionis) 

Of cii , Vol I, p 5-6 
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lish^ment of private international law, but of course cannot 
obscufe the fact of its voluntary character Story has said 
On the contrary every nation has an exclusive right to 
reglilate persons and things within its own territory, accord- 
ing to its sovereign will and public policy He further 
states ' Xow tliiS demonstrates that the doctrine [of recog- 
nition of foreign laws] owes its origin and authority to the 
voluntary adoption and consent of nations It is therefore 
kuthe strictest sense a matter of comity of nations, and not 
of any absolute paramount obligation superseding all dis- 
cretma on tlie subject ’ " The Supreme Court of the United 
States has expressed the doctrine in the following lan- 


Xo law nas any enect of its own force, beyond the limits 
of tne 50 \ere.antj. ironi which its authority is derived The extent 
to wricn me ia\v of one naiion as put m force within its territory, 
whetrmr by.eiwcative ordei, by legislatne act^ or by judicial de- 
cree, shall be al Cv\ed to operate within the dominion of another 
nation*' depends upon wnat our greatest jurists have been content 
to call ^ tne comny of nations ’ Although the phrase has been^ 
oi:en cnticizea no satisfactory substitute has been suggested 

Comit\ in the legal sense, is neither a matter of absolute 
obLgatvjn on the one hand nor of mere courtesy and good»'Will 
upon tne otner But it is the recognition which one nation allows 
vnhin Its :e ritory to the legislatne, executive, or judicial acts of 
anotner nation, hawng due regard both to international duty and 
cornerxierxe and to the lights of its owm citizens oi of other per- 
sons WHO are under the protection of its laws 


The Establishoiext of Private International Law 

While private international law like public international 
law proper, is far from universally and uniformly estab- 
lished, and while by its very nature it is difficult of stand- 

Of , p 25 
Jb^d , p 34 

Hiiton Ts Guyot, 159 U S 113 (decided in 1895) 
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ardization, nevertheless it has gained a considerable and 
apparently increasing measure of recognition One ^vriter 
has said. “Its progress has not been rapid at any time, 
though an increased interest m it has been manifested since 
the beginning of the present century, and all states that are 
parties to international law now recognize its rules, and, to 
a greater or less extent, permit their courts to apply them 
m the decision of cases arising within their jurisdiction 
Their practice is far from uniform, however, some stat^s^ 
being slow to recognize their binding force, while others 
constantly seek to extend their field of operation, at times 
going so far as to negotiate treaties for that purpose The 
tendency of all modern states is in the same direction, though 
some more rapidly than others ’’ 

In Hilton vs Guyot, the case cited abo\e, the United 
States Supreme Court said 

International law, in its widest and most comprehensue sense 
— including not only questions of right betVveen nations governed 
by what has been appropriately called tiie law of nations, but a'so 
•questions arising under what is usually called private international 
law or the conflict of laws, and concerning the rights of persons 
within the territory and dominion of one nation, b\ reason of acts, 
private or public, done within the dominions ot another nation — 
IS part of our lawg and must be ascertained and administered by 
the courts of justice, as often as such questions are presented 
in litigation between man and man, duly submitted to their 
determination 

The most certain guide, no doubt, for the decision of such 
questions is a treaty or a statute of this country but vhen, as in 
the case here, there is no written law upon the subject the duty 
still rests upon the judicial tribunals of ascertaining and declaring 
what the law is, -whenever it becomes necessary^ to do so, m order 
to determine the rights of parties to suits regularly brought before 
them In doing this the courts must obtain such aid as they can 
from jhdicial decisions, from the w'orks of jurists and commenta- 
tors^ and from the acts and usages of cuilized nations Fremont 

Da\is, Geo B , c// , p 185. 
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vs "U S 17 How 542, 557, The Scotia, 14 Wall 170, 188, 
Respahhca vs DeLongchamps, i Dali iii, 116, Moultrie vs 
Hunt, 23 X Y 394, 596 

' Private International Lw and Commerce 
To what has been stated above little need be added to show 

9 

the relation of private international law and commerce. 
That relation may be epitomized as follows (i) Out of the 
conflict of municipal laws m their application to private in- 
ternational transactions has growm a body of rules which; 
though far from universally accepted or standardized; have 
found a considerable measure of recognition, there is some 
lustincation for calling this body of rules private interna- 
tional law to distinguish it from those rules applying, at 
least in basic legal concept^ exclusively to the relations of 
states I 2 j While these rules have to do with other matters 
also including purely personal affairs of a non-economic 
nature, they are considerably if not largely concerned with 
prope?-ty and contract, that is with the politico-economic 
institutions underhcmg commerce and international eco-^ 
nomic intercourse in general (3) The rules of private in- 
ternational law are not compulsory from the viewpoint of 
sovereignty* that is, their acceptance does not result pri- 
marily from any fundamentally compelling political or legal 
doctrine (4) Rather does it result when there is accept- 
ance from the pressure of commercial and other practical 
convenience Story says ' The jurisprudence, then, 
arising from the conflict of the laws of different nations m 
their actual application to modern commerce and inter- 
course, is^a most interesting and important branch of public 
la:^ To no part of the world is it of more interest and im- 
portance than to the United States This branch of 

public law may therefore be fitly denominated private "in- 

op at ^ pp 9—10 
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ternational law^ since it is chiefly felt in its applicaticn to 
the common business of private persons^ and rarely -rises to 
the dignity of national negotiations, dr of national contro- 
versies And again ‘^The true foundation on which 
the administration of private international law must rest is, 
that the rules which are to govern are those^which arise from 
a mutual interest and utility, from a sense of the incon- 
veniences which w^'Quld result from a contrary doctrine . * 
Indeed, if there were not some degree of such legal comxty 
it IS likely that international commerce, although it would 
still exist in large measure, would be more handicapped 
than it is at present, commercial necessity and convenience 
have contributed greatly to the growth of that comity 
(5) It is likely that such comity wall continue to increase, 
in view of the continued growth of international commerce, 
particularly among countries such as England and the 
United States and other leading commercial countries wEich 
alike carry on such a large proportion of wmrld commerce 
and have progressed so considerably in the recognition of 
foreign municipal law in certain classes of cases m their owm 
judicial processes and thus have contributed to the develop- 
ment of private international law’ 

EXTRA-LEGAL ADJUDICATION OP INTERNATIONAL 
ECONOMIC DISPUTES 

Finally, the subject of the relation of legal systems and in- 
ternational commerce cannot be concluded without mention 
of extra-legal adjudication of international commercial 
disputes Technicall}’, such adjudication falls within tw’O 
categories, that is, (a) where a government assists, more or 
less unofficially, in the adjustment, and f b ) where the ad- 
justment is effected through the agency of some organization 

23 Ibid, p 3J 
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IS non-governmental though frequently public in its 
nature * 

The former may^be illustrated by describing a t^^pical 
casenn the trade dispute work of the United States Govern- 
iiient A foreign importer receives a shipment of goods 
from an American exporter and believes that the exporter 
has not conformed to the express or implied contract, in- 
volved perhaps m a simple purchase order The shipment, 
for example, may consist of a number of automobiles de- 
livered with left-hand driving apparatus when the importer 
believed that right-hand drive had been specified in order 
to meet the traffic requirements of his country The im- 
porter lays the matter before an American Consul in his city, 
who forwards a report of the mmiter to the State Depart- 
ment at Washington This department refers the matter to 
the Bureau of Foreign and Domestic Commerce of the De- 
partment of^ Commerce, which in turn notifies its domestic 
District Office nearest to the place of business of the ex- 
porter ** The manager of that office discusses the matter with 
the exporter and obtains his views in the dispute The case 
may prove to be such that the exporter is clearly wrong and 
immediately agrees to adjust the matter. Otherwise his 
side of the case is reported by the district office manager to 
his department, and this report is forwarded through the 
State Department to the Consul, who again discusses the 
matter with the importer By this process, repeated if 
necessary, the dispute may be settled, through" ad j'ustment 
made by either party or through a compromise The reverse 
of this process may also occur, that is, the case may be one 
of dissatisfaction and inauguration of the negotiations on 
the -part of the exporter, who may not obtain satisfaction 
and may ultimately institute legal proceedings in the'foreign 
country after selecting counsel there from a list furnished 



^33 


LEGAL FACTOR 

by the Consul but who, on the other hand, as a resist of 
these informal negotiations may decide he is m thg wrong 
or may obtain satisfaction or compromise of his case 
from the foreign importer , 

The entire process is informal and in a sense unofficial, 
and may be likened partly to the familiar^domestic process 
of settlement out of court/' although it is in a way less 
formal even than that, since it may not reach the stage of 
employment of counsel It is more truly a process of medi- 
ation with go\ernment officials offering 'good offices in 
an essentially extra -legal adjustment of private mternaiional 
commercial disputes 

A further step away from the formal legal method of 
settlement of such disputes is found in a somewhat similar 
process encouraged and assisted by public but non- 
governmental bodies, namely local national and foreign 
chambers of commerce This method sometimes though 
not always has been promoted by the negotiaiion of in- 
ternational agieement^ or treaties' by chambers com- 
merce for that purpose. Its adoption has made some 
progress m [he relations of the United States and Latin 
Aiiiencan countries and it is the basis of a system created 
by the International Chamber of Commerce, Vvhich has na- 
tional sections in various countries and headquarters in 
Pans It 13 m the development of such methods for stabil- 

To an incrjas-Pig extent fore gn lepresentat \es of the De- 
partn^ert of Coxnmerce (Co’^^mcrc al AracCus and Trade Corr^niss 
as Ti’veli as Consuls, function in this process, tnus exped.unj the procLdcre b\ 
more direct handlings 

The Oxford Un.\er3t\ Press, American Branch, has recentU an- 
nounced the publ’catmn b\ me Arperican A’-bxtratmn Assoc.at or or the 
hiterra*ional \ earhook oi Ciztl ard Comnjef al Arbut an ac- 
count of the commercial arbitration laus, practice, and procetdmg’S'^in a 
number leadmg countries, and a Handbook on Internat.oi al irb tratioiiy 
c<7n taming “ data and material on arbitrat on practice and procedure in 
foreign countries as reported upon by the National Committees of the 
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izing” and furthering international commerce that there ap- 
pear large opportunities for useful service by the Interna- 
tional Chamber TBis method of settlement of trade dis- 
put&s 15 the last step away from formal procedure, in the 
direction of the simple, entirely informal agreement without 
recourse to laws sirgamzations, or third parties, which doubt- 
less characterizes the majority of cases of dispute in the indi- 
\idual transactions that constitute a large proportion of in- 
ternational economic processes 
* 

THE LEGAL FACTOR IN INTERNATIONAL 
ECONOMIC RELATIONS 

This consideration of the legal factor in international eco- 
nomic relations may be summed up by observing, (i) that 
public international law has much to do with economic in- 
tercourse and affects it considerably, and in turn shows 
some tendency to yield to economic necessity in so far as 

IrCdrna^ of Commerce,” “ being prepared by the Inter- 

rrt o’"*a. C'^ambe^- of CoPimerce ” 

Note — Organ zit’on for commercial arbitration, in the United States 
and mat c laiU, ma\ be summarized as ^olio\^s 

I Amebic- \ .-lrewr^tion Association, formed January 29, 
1926, a cm'O drt on of ^he Aroit'-at-on Soc-et\ of America, Inc , ^he 
Arb tra* FuLidatO"^, Inc, and the Arbitration Conterence It has 
III xV-Dxfatcn Com n’ttee, (z) a Comnattee on Aibitration Law, 
{ 3 ; \a"’Cu3 a ^ s.o^s for t^e general promotion of commercial arbitration, 

\amoLs Gn*s ons II, II, HI, etc ) for arbitration in specific industries 

tracts Viie the AsbOw^ation’s Yearbook on Commercial Arhnration tn 
e Nei ist ecicon 192-, Oxford UnnersiU Press, American 

Bra" cli 

II The Chamber of Commerce of thf United States of- Amer- 
ica, forniv-d in 1913 I I j It has facLties for domestic commercial arbitra- 
tion, and nas adopted ("192^) a Code of Pri reifies for Business Conduct 
(2) At tne first Pan-American Financial Congress, 1915, a plan was pre- 
pared for arbitration of d sputes in trade between the United States and Ar- 
gentina At a meetmg of the Inter-American High Commission, 1916, this 
plan wa- declared operatic e Under it, the Chamber of Commerce of the 
U"rcd S‘aMs emd the Bolsa du Commerce of Buenos Ai.es each established 
a committee on a bnration and an ofFcial Fst of aibit.ators, wnth bi- 
nacunal part’cmaLon, business men, in transactions between the two coun- 
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permitted by military exigency, (2) that legal systems of 
various countries necessarily affect, to some extent ^impede, 
but also to some extent have been so developed as to conduce 
to, such economic relations, (3) that private international 
law results in considerable measure from economic necessity 
in international relations, (4) that extra-|egal adjudication 
of international economic disputes, which is created entirely 
for such purposes, has recently tended to develop and 
(5) in general that the normal process of international 
economic intercourse is frequently helped though solne- 
times hindered, by law, that it naturally contributes to the 
molding of law, and that to a considerable extent^ with or 
without legal assistance, it continues as a natural process 

tries, were urged to insert a standard arb^rrat on clause in their contracts 
(5} Negotiations ha\e also bv.tn carried on \Sxth. organiza* ons in Brazil, 
Ecuador, Panama, Paragua\, Uruguay, Vc.’^ezu^la, and Colomb a ml 
The Chainbei of Cuirmcrce of the Un ted States has publ sned brochures 
on tiu SLD]<.ct, e g A P/a? for -ijb Of A Cote Frn - 

c a* P ? / jj Lo t , and An Agreement for ~i)b tro o ^cr Di.pa'ifj 
hx Tra^t et i> a Crtei a I ve 'ijge f > o Rt^ ^ <5) It 

coopeiat^s ^ .th tSe Internat oral Crarrber of Comirerc,- m of com- 

meicml aro tra-.on 

III T^e al Chamber of Co'niERCF, organized 1920, 

has a s}stem for international ccmmercml arb’tration ( i j It ba^ a Court 
of'»Arb trai.on, witn 8 to 10 nat orais frori each member country, tii-S 
court decs not try cases, but supervises arb'tratx^i and appumrs arb tratois 
(aj It recommends the insertion m contracts *ii mterrat onal transacr-uns of 
a clause pro\idmg for arbitration according to the ru!-s of the Court of 
Arb.trat’on of the Ciiamber (3; It ai^o has a s\it..m for ipternat onal 
commercial concihat on, which may be used oefore resort is bad to arbitra- 
tion (4.) It Ms developed R iRi or p^oje. 'ro tor 1 2 et o il Co'?z- 
ynerc al ConciUa* O/g and R'/R-, of Prestz >ie rot I iKorat CGrzfr<rc^czl 
A rbiit tf lOfj ( s) Its publ caaons include B-Oehare No 21, RAe. 0^ Cor- 
cihaiion avd ^ybiiiatoii, D gesi No 3, h *cri a^:o Co^rm^rc 7/ 
tyaiio^y ( b\ Young, 0\,en D ), Digest No 4.7, ercizl CA V2 0/i 

ard A’s Fret cb Laz., toy Mailiard, G I, D gest No 2-, T/e Ft: re or 
ArhiU atio^y (b} Streat, Ra\mopd; also yepit:, Hanicocr. on Inter- 

yiotroixal Arbiti aitoiiy and h tty > a^ioi j .1 Yearbook Ctzil and Coytuyfo^cial 
Arbiiy at 10 2 i 

<* N B For further data and r^-ferenc-s un international commerc-al 
arbitration, vide Appe^dm, ^n*ra 



CHAPTER V 

THE TERRITORIAL FACTOR 

THE COLONIAL SYSTEM AND ECONOMIC 
niPERLLLIS^I 

VARIOUS nations of the world present the most 
I striking contrasts m area and these differenceSj 
A together vnth the accompanying variations in 
amount and kind of resources and in other phases of the 
environmental premises, undoubtedly help to account for 
differences in economic success, as comprehended in what 
has been said above concerning the geographic factor in 
international economic relations and as will appear more 
fully from subsequent chapters dealing with the interna- 
tional distribution of resources 

But contrasts in resources are very different from com- 
parisons in totals of square miles, and mere possession of 
large area within the boundaries of a nation appears to have 
afforded far less advantage than possession of such resources 
and existence of climatic and other geographic as well as 
racial conditions conducive to economic progress Indeed, 
it would appear that when these latter conditions have been 
suitable, sniallness of national area has proved to be either 
a negligible handicap or an actual stimulus to economic de- 
velopment by means of extra-territorial aggression and, 
specifically, to the building of empires Thus some of the 
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territorially smallest nations of modern times have developed 
the largest colonial systems, while some of the largest na- 
tions, lacking the necessity of going beyond their o’^vn bor- 
ders for economic expansion, have acquired few if any colo- 
nial possessions France, Germany, Portugal, Belgium, the 
Netherlands, Italy, Spam, and Japan are much smaller than 
many other countries, yet they have possessed themselves of 
more or less sizable colonial territories, of total square mile- 
ages varying from half to several times that of the home 
territory, and the United Kingdom, with an area substanti- 
ally less than that of France, Germany, or even Japan, ^ has 
acquired the vastest empire known to the modern world, one 
upon which it is the familiar boast that the sun never sets. 
Among the large countries of the world, Argentina, Brazil, 
Canada, China, British India, Russia and the United States " 
are t}q)ical, and of these Canada and India are parts of the 
British Empire Despite the undoubted importance of all 
of these regions, only the United States takes rank generally 
as one of the economic powers and as a colonial power in 
particular, and its colonial possessions are relatively small 
In explaining therefore, the large place of a nation m the 
world's production and exchange, and its economic influence, 
it is msufflcient to say simply that that nation has a large 
area There seems to be little direct relation between na- 
tional size and the sum total of national economic activity 

Hov/ever, the system by wUich a number of relatively 

^ Total square mUes of area, per U S :al ?P 

850 et seq France, 212,736, German}, 182,264, PortLg’al (incl Madera 
& AzoresJ, 35,501, Belgium, iiwSS? Netherlands, 13,205, IiaU, 119,991, 
Spam, 195,0-^1, Japan (e\cludmg Foriroba and SaLhal r, mcludmg Pesca- 
dores), 12.7,698, Un ted Kingdom, 121, 438 

- Total square miles of area, per same source Argendra, 1,13631 37 > 
Brazil, 3^51455550, Canada, 35729,665, Cdma, 4,2-8,352, B^nish India, 
i-j8o 2,5 77, Russia, 8,067,766, United States (including Alaska, Ha'V’vaii, 
and Porto Rico), 35627,557 
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smay but economically active countries have reached out be- 
yond their own borders to acquire some form of territorial 
control with w’hich to supplement their intensive domestic 
economic development is a most basic factor m international 
economic relations The so-called colonial system, involving 
non-contiguoiis territorial possessions and other areas which 
though not owned are in some manner controlled for eco- 
nomic purposes, is recognized as one of the outstanding phe- 
nomena in the modern history of nations, but its fundamen- 
tally economic character and its exact extent and economic 
Signmcance have not always been delineated and fully recog- 
nized in the past. It is a striking fact that nearly one-half 
of the wmrld s land area consists of colonies " and there can 
be no doubt that a number of leading nations in modern 
hi:=tor\’’ wiiile of course using various methods for the ag- 
grandizement of their industries, shipping, and finance, have 
found m tne process of colonial acquisition, together with the 
related process of attaining commercial domination over 
countries which may not be strictly classified as colonies, a 
most con\ enient and basic device for the extension of their 
control over world resources and world markets It is, there- 
fore, of primary interest and importance to suggest alid 
briefly answer the question as to the extent and manner m 

'"US Tar :i Cc bs oHj Color al Tar^if Policies, 19-I5 P x 

co^ip OP or tins bub^ect, data and classifications from 
^ ra\t. as.d n a of the sectmns of this chapter, as in- 

d L.ated it s^gjIg oe csp-c a*iv noted that man\ of the statistics contained 
m that ccmpda^ or, a'^d c ud in se\eral subsequent sections cf this chapter, 
s^ch as tnose OP propcrt ons of cOiO-^xal territory to territory of colonial 
powers a^d on ’mporis and exports of the colonies in proportion to the 
externa! irade of t'^e colonial powers, are not up-to-date It is much to 
be rcgreited tnat later oiEcxal compilations adaptable to the particular pur- 
poses of the pr^s,.^t chapter are not available These earlier statistics, how- 
e\er,»are cned here w tn the frank recognition of their chronological limita- 
t.O'-s, but m the belief that they are “ better than none at all ” and ^^hat after 
al! the} are of considerable usefulness in illustrating the principal points dC- 
\ eloped in the present discussion ) 
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which this has been accomplished, as well perhaps as to 
touch upon the arguments for and against a justification of 
the entire system This may be doneninder the following 
captions territorial jurisdiction of states, acquisition of ter- 
ritory; colonies, protectorates, spheres of influence and in- 
terest, and mandates, distribuuon of colqnial ownership, 
economic types of colonies, the economic value of colonies, 
their place m world commerce, economic colonial policies; 
and, m general, the colonial system and economic im- 
perialism 

TERRITORIAL JURISDICTION OF STATES 

While the jurisdiction of a state in the broadest sense in- 
cludes its entire political domain, states are recognized at 
international law as having specific types of jurisdiction, in- 
cluding on the one hand, jurisdiction o\ er persons, and on the 
other hand aerial, fluvial, maritime and territorial lunsdic- 
tion ^ It 15 the last named, that is, territorial jurisdiction, 
which 13 of interest here This territorial jurisdic^on in- 
cludes the land area over which the state exercises its power, 
and its increasing significance and more complex legal torm 
areTndicated by the statement that ‘ the growing im.portance 
of railroads, telegraph and other appurtenances has intro- 
duced new topics ’ into the international laws relating 
thereto ^ In general the doctrine of international law- cover- 
ing this subject may be stated as follows within its own 
boundaries the state has absolute jurisdiction over all land 
and appurtenances thereto and further the state has, as 
against other states, exclusive title to all property within its 
territorial jurisdiction This abstract doctrine is .largely ap- 
plicable m fact in many countries, including especially 'the 
more advanced ones However, as has already been seen 

Wilson and Tucker, op ^ np lO'^-ioS Ib^d p 107 
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in survey of the legal factor in international relations 
and as^ will appear from a further consideration of territorial 
jurisdiction, there afe innumerable ways m w^hich states ac- 
tually yield this exclusive jurisdiction both for the ordinary 
purposes of commerce and m the cases of the limited juris- 
diction of less pcjwerful but nominaliy sovereign nations over 
parts of their countries dominated by the powers Mean- 
w'hile an enumeration of the methods by which a state may 
acquire new territory wall throw further light upon the 
pitiblem. 

ACQUISITION OF TERRITORY 

The methods recognized at international law by which a 
state may acquire new territory include discovery, occu- 
pation, conquest, prescription; cession; accretion, and 
lease Some of these methods merge one into another and 
some of them are much less used than others at the present 
time 

Discovery applies to land hitherto unknown or un- 
claimed, but this method has been sufficiently abused to 
produce a modification of the doctrine so that it is generally 
accepted that the discovery must be coupled with occupa- 
tion, and m \ievr of the fact that so much of the land ai:ea 
of the globe has now become known, this method is of rela- 
tively little present-day importance Occupation strictly 
applies from the beginning of application of state authority^ 
and it has actually been extended to adjacent land, it must 
be effective and continued It has involved certain auxiliary 
doctrines One of these is the hinterland doctrine according 
to wffiich a region must have an outlet, there was a tendency 
away from, this viewpoint m the late Nineteenth Century^ 
but^the tendency at the present time is in the direction of 
the hinterland idea, apparently for obvious economic ieasons. 
It IS also held that uncivilized native peoples although under 
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the jurisdiction of the occupying power are the rightful 
occupants of the soil,” and this concept is involved m the 
relations of the United States Government with the Indians 
and IS embodied m the mandate system established after 
the World War Conquest must be more than mere military 
occupation Such occupation may pass into conquest bv 
actual and long-continued occupation without continued ef- 
fort against it by the former holders It may be considered 
completed by a decree of incorporation acquiesced m by the 
native inhabitants and it may be confirmed by a treaty ol 
act of cession Cession consists of a transfer of territory bv 
gift, exchange, sale, or other agieement, such as an indemnity 
agreement, the acquisition of a considerable portion of its 
present territory by the United States by means of purchase 
is an illustration, as is also the transfer of German colonies 
to the Allied powers as an indemnification arrangement under 
the Versailles Treaty P> escnptwn 15 simply long-continued 
possession and is looked upon as effective when other states 
ha\e for a long time made no objection Pending such tacit 
• acquiescence title by prescription is valid only as against 
other states Acciction may take place by either an alluvial 
or a river shifting process Thus allu\ lal land near a coast 
of a state belongs to that state, and when a river gradualiy 
shifts its course, either banks or islands, depending upon 
whether the boundary line was in the middle of the channel 
or at one side, may be transferred Leases have been fairly 
common methods of transfer of territorial jurisdiction in 
recent times, usually they have been for periods of twenty- 
five to ninety-nine years, although the United States m 1903 
leased the Panama Canal Zone m perpetuity and under such 
terms that complete sovereignty was really established, by 
the United States Leases have been particularly significant 
in the exploitation of so-called backward areas and the 
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metjiod has gone hand in hand with the sphere of influence 
and other methods used in such exploitation ^ thus China m 
recenf periods has granted a number of territorial leases to 
foreign powers , some of vrhich have ultimately merged into 
more or less complete foreign possession. The merging of 
territorial leases and spheres of influence or interest into 
permanent poss'essioUj under the guise of one legal tech- 
nicality or another, and the coincidental use of these along 
with other methods, have constituted one of the significant 
kgal aspects of foreign economic domination in recent times 

COLONIES, PROTECTORATES, SPHERES OF 
INFLUENCE AND INTEREST, AND 
MANDATES 

In spite of doctrines of international law concerning the ab- 
solute sovereignty of a true state and its exclusive territorial 
jurisdiction, just as there are actual exceptions in the way of 
units less than true states^ that is. persons of qualified legal 
status recognized at international law, so also among the 
doctrines of international law is found a category described 
by the phrase ‘ qualified territorial status ’’ ^ This category 
is of particular importance in any consideration of the eco- 
nomic aspects of the world s territorial system because it 
includes protectorates spheres of interest and influence, and 
mandates and because these cases of qualification or limita- 
tion ot strictly sovereign status both have special economic 
significance and form the twilight zone between national ter- 
ritory proper on the one hand and colonial possessions on the 
other hand 

Colonies 

Colonies of course^ are not regions of qualified territorial 
status, but are outright non-contiguous territorial^ posses- 

° Wilson and Tucker, op at , pp 59, 60, 113, 115 
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sions of various powers In a strict, legal sense they do’^ot 
include certain types of dependencies Thus the British 
Empire is made up of Dominions/ Crown Colonies, and a 
variety of other possessions with differing status and varying 
degrees of dependence and autonomy Howe\er, regardless 
of the particular form of local government ^nd its relation 
to the home government the term colonies may for prac- 
tical purposes be used to include all territorial possessions of 
the powders, w’here the sovereignty of the ‘ home ’ state defi- 
nitely extends to the territory This is particularly true 
for present purposes, since the larger economic characteris- 
tics of these various forms of possessions are the same in 
spite of necessary economic distinctions between the British 
self-governing Dominions and all other colonial forms 
Furthermore, from the viewpoint of economic significance 
the vrhole modern system generally knowm as the colonial 
system and comprehended in the term economic imperial- 
ism includes not only the various types of colonies but also 
areas of qualified territorial status, such as protectorates, 
• spheres of interest, and mandates Thus it is unlikely that 

J At the British I^pcr al Con£erv.nce h^Id n Lorclcn 1926 ard 

attended b\ representa^n cs of the pr ^c’pal pi-ts of th^ Ei'’‘'o,’‘e, AiiStraha, 
Canada, Acw Zealand, h.e\% founalnrd, a^ d tre Stat. « and to 

a limited extent, sh Indaj, some of vh A had al’’.ad\ ted .m- 

portant mcreasts m local autonomt, are reporred to rate oominea still 
greater autoromv With rv.spcct at least to th. Dom.n ons, v tn a sfoter- 
nor-general to rcpresc’^t onlt the King, v ,th n on Co’^m SMorer? in 
London, with induidiia.! thoiigh not entmeU separate d’plor at c repre- 
sentatiOn^for sofne, it th mcapac t> 01 the Goiernmcrt m Lo'^do" to coir- 
mit them m foreign aitams, and i.^th mdi\ dual members' p , ' tn. L^a^ue 
of Nations for some, these countries ma\ tend to deitUop iron la’-gely 
dependent units into parts mereN of a British ccinnion’^ ea'**'^ or na^ ons 
The fact is, hoiieter, that rhe composite total re nains a’" cmj' m, regard- 
less of these measures of large pol tical autonomy, a^^d en regardless of 
the not inconsiderable poition of econom c mdep.-nde^ee due to inuL'^trfaL- 
zation in such countr’es as Canada Indeed at the comers*' Ce reterred to, 
measures for increasing the “ commemiai unm} ” of the Empire were re- 
ported to be among the major items of consideration 
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the/^Vihed Powers in partitioning the former possessions of 
Germany and her associates after the World War were en- 
tirely free from motives of economic advantage, British in- 
terest in hlesopotamian oil, for example, may have been 
popalarly exaggerated, but it is to be assumed that some such 
mtBresi did exist, just as similar interests cannot be read out 
of the Lausanne Conference It is important to bear this 
larger connotation of the term, colonial system, in mind, since 
many of the actual economic data concerning the colonies 
of the woild given in the following portions of this chapter 
do not include these areas m the twilight zone of legal cate- 
gory On the other hand just as it is difficult to say when a 
condition of political dependency has become sufficient to 
justify its exact legal inclusion m the category of colonies, 
so also it IS difficult to determine at what point, in the process 
of absorptmn that often takes place, a colony ceases to be 
a colony and becomes " assimilated to the mother country. 
Without undertaking an explanation of the legal contro- 
versies* over this question, it may simply be noted by way 
of example, m the case of the United States, that Alaska and 
Hawaii, hating a status of “territories^' even though it in- 
tolves little autonomy or national representation, ma/ be 
considered assimilated and therefore a part of the United 
States itself, as shown in their tariff system, while the Philip- 
pines and Porto Rico are still strictly colonies Meanwhile, 
it vrill be important to examine briefly the various types of 
areas which are to be classified legally under the categor^^ of 
areas of qualified territorial status, since they may be con- 
sidered parts, if not of political em.pires, certainly of economic 
empires ^ 

e Protectorates 

Protectorates, as indicated in the foregoing chapter* mvcrlve 
the acquisition by the protecting state of jurisdiction over 
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all of the external affairs of the protected community,' the 
protecting state assuming direction of the foreign relations 
of that community Suzerainties are iwt greatly different 
from protectorates m legal status except that they involve 
generally less independence, the native communities having 
onh' the competence bestowed by the suzerain whereas it is 
at least technically true that a protected community reserves 
all powers not specifically granted to the protector In ac- 
tual economic fact there may be little difference between 
protectorates and other forms of qualified territorial status f 
the setting up of a British protectorate over Eg^-^pt during 
the World War and the subsequent withdravral of that pro- 
tectorate probably had little fundamental effect upon British 
domination of the irrigation system, the long-staple cotton 
industry, the external shipping, and other phases of Egyptian 
economic activities 

The question of the exact status of certain Latin Ameri- 
can regions is an interesting one European publicists have 
sometimes classified Cuba, as well as Haiti, the Dominican 
* Republic, and even Nicaragua ( as well as Liberia in Africa i , 
as protectorates of the L'mted States Aside from the ap- 
plication of the ^lonroe Doctrine in Latin America, which 
is beyond the scope of the present question, and aside from 
the fact of occasional military interference by the United 
States for special reasons m places like Haiti, none of these 
countries is in any sense a possession of the United States, 
and it is questionable whether any of them are, technically, 
protectorates ^ However, there are two sides to the Cuban 

® One American writer has classified the following as Amencan pro- 
tectorates (with dates of acquisition) Nicaragua (1911 j , Panama (1904) , 
Cuba (1898), Haiti (1915), Dominican Republic (1905) *( Hart 
Maps) As mentioned abo\e, the United States leased the Panama Canal 
Zone m ptrpetuity, but man^ if not most American authorities refuse to 
classify The Republic of Panama, Haiti, Nicaragua, and the Dominican 
Republic as Amencan protectorates in the true sense. For a discussion of 
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que3tion On the one hand^ the United States has no control 
over its foreign affairs, except as concerns certain matters 
and tins on the basis only of a veto power Furthermore, 
the right to interfere in internal affairs is technically limited^ 
and Cuba has a tariff system of its own ® On the other hand, 
economic advice is often preferred in financial and shipping 
matters, as has been done from time to time m Haiti and 
elsewhere On the whole, however, in spite of any big 
brotherly ’’ attitude in economic problems, and as illustrated 
fir the fact that the tariff reciprocity between the two coun- 
tries was in no sense dictated, it would be inaccurate even 
from the economic viewpoint to regard Cuba as m any way 
a part of an American '' empire The most that might be 
said is that for historical and geographical reasons the eco- 
nomic relation between the two countries is peculiarly close 

Spheres of Influence and Interest 

• 

The term spheres of influence dates from the Berlin Con- 
ference of 1S84-85 and such a sphere has been defined m 
international law as a sort of attenuated protectorate in ® 
which ihe aim was to secure the rights without thehpbliga- 
tions . The phrase was first applied m the 
mg of Africa The status of spheres of influence in the legal 
relations of nations is further indicated in the fact that they 


t^e s^a*i:s of territories of the United States \-vith special refeience to a 
comr erc^al n^atter (i' e , reference to the Webb-Pomerene Lavv), vide 
Xo’-z, F, and Har\ev, R S, American Foreign Trade as ~Fronwted 
\\ ebb-Poinere :e aid Edge 4cti^ Indianapolis, 1921, pp 181—1975 
for th*s purpose, and upon citation of legal decisions, Hawaii, Alaska, and 
Porto R CO are classified as ‘ territories ” of the United States, the Philip- 
PxPe Islands, Guam, Tutuila (American Samoa), the Guano Islands, the 
V.rg p Islands, and other small, scattered islands, as not strictl;y territories, 
but of course as American possessions, the Panama Canal Zone as “ a part 
of the United States,” while Cuba is denoted as ‘‘a foreign nation” % 

^ U. S Tariff Commission op aif,pp 5-12 
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are mutually exclusive but not binding upon other stater not 
party to the arrangements In fact this indicates their most 
essential characteristic They generajh" consist by their 
very nature of an arrangement between two or more powers 
for the mutual recognition of each other’s special claims to 
different areas and are thus one of the most convenient 
metnods devised for the partitioning of backward areas, 
while on the other hand, certain other states such as the 
United States, which do not participate In the partitioning 
and which may be pursuing a policy of equality of opportu- 
nity may, until the areas have been transformed into outright 
possession, entirely ignore the existence of the claim made 
by the power asserting the sphere, or protest it They have 
also been defined as follows ' A sphere of influence is a 
region wherein a given power claims — frequently but not 
exclusively by reason of peaceful penetration ’ — to have a 
predominate interest which entitles it to any special eco- 
nomic or political rights which may be accorded or obtained 
therein ’ • 

Without any dennition to this effect at international con- 
ferences or in international law^ it should further be noted 
that m general practice there has been a fairly well-marked 
distinction between spheres of influence and spheres of in- 
terest, in that the former phrase has been used more often 
with reference to Africa, and the latter with reference to 
Asia, and also in that the former has had somewhat more 
political sigsiincance than the latter In fact, the spheres 
of influence carved out m Africa have been largely in areas 
of singular lack of advancement where limitations of nativm 
statehood, as observed above, have largely led ultimately to 
outright colonial possession On the other hand, the spheres 
of interest in Asia, while not without political significancej as 

Ibtd , p 6 



148 INTERNATIONAL ECONOMIC RELATIONS 

in the insistence of the power’s right to choose political and 
militarv advisers, and perhaps not without some thought of 
their becommg possessions m the future, have been more 
predominantly of an economic character They have usually 
been set up in countries of older civilization and more defi- 
nite statehood th^n those of Africa, with economic miotives 
clearly intolved, and have actually resulted in attempts at 
monopoly of such things as mmmg and railway concessions 
Finally it should be noted that spheres of influence and 
spheres of interest in very recent years, in name at least, 
have tended to pass out of existence In Africa, with the 
possible exception of the not entirety definite case of the 
Anglo-Egyptian Sudan, they have largely given way to out- 
ixglit possession or to mandates, while in China they have 
been theoretically ternnnated by the resolutions and agree- 
ments of the Conference on the Limitation of Armament 
Indeed it is to be observed that the United States, with its 
traditional Open Door policy has more or less consistently 
refused 1:o recognize the entire sphere of interest system and 
in pursuance of this policy led the way at the Arms Con- 
ference to a nomdnal international abolition of that system 
in China, although this has not estopped the setting up by 
other powers of claims to special economic interests in such 
regions 

Mandates 

Mandates constitute the newest form of qualified terri- 
torial status The term applies to certain colonies and*terri- 
tories w'hich as a result of the World War passed from the 
sovereignty of certain states, particularly Germany, but also 

For a siir\ey of foreign economic interests in China and the effect 
tipon them of the Arms Conference zide subsequent chapter 

For brief indication of status, Wilson and Tucker, of cu ^ 
p 603 for popular description, ‘itde White, F , Mandates^ London, 1926. 
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including Turkey By article 119 of the treaty of peace. 
Germany renounced m fa\or of the principal Allied and 
Associated Powers all her rights to her o\erseas possessions. 
Consequently the title passed to these powers and mt to 
the League of Nations,'" but the powers as members of the 
League allocated these regions, under the i^o-called mandate 
system, which is provided for m Article 22 of the League 
Covenant This article sets forth \ arioiis reasons for their 
tutelage cerms them a ' sacred trust of civilization/' ?jid 
piovides for their administration by the respectne manda- 
tories under the super\ision of the League to vhich annual 
reports are to be made The article also groups them into 
three classes, a classification of considerable economic im- 
portance 

Class A mandates apply to certain communities for- 
merly belonging to the Turkish Empire which ha\ e reached 
a stage of development where ‘ then evistence as inde- 
pendent nations can be provisionallv lecoanized subject to 
the rendering of admimstraiive advice and assistance by a 
mandatory until such a time as they can stand alone LTv 
der the allocation they are Llesopotamia and Palestine, 
mandated to Great Britain, Sj/ria, mandated to France 

Class B mandates are those apply mg to ‘ other peoples, 
especially those of Central Africa/' who ^‘are at such a. 
stage that the mandatory must be responsible for the admin- 
istration of the territory under conditions " which will giiar- 
antee^uch Ihings as religious freedom and ' will aLo secuie 
equal oppoitumties for the trade and commerce of other 
members of the league ’ — a significant clause These man- 
dates include British — Tanganyika part of Togo a small 
part of Kamerun, Belgian — Runanda andUrundi, French 
-^the remainder of Kamerun and Togo 

The same is true of the former Turkth possL:;S ons transferred. 
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Class C mandates cover territories, such as Southwest 
Africa-and certain South Pacific Islands, which owing to the 
sparseness of their population, or their small size, or their 
remoteness from the centers of civilization, or their geo- 
graphical contiguity to the territory of the mandatory, and 
other circumstaaces, can best be administered under the 
laws of the mandatory as integral portions of its territory ” 
Class C mandates are To Great Britain — Nauru (joint ad- 
rninistration with Australia and New Zealand) , to Aus- 
tralia — former German New Guinea, to New Zealand — 
Western Samoa, to the Union of South Africa — Southwest 
Africa; to Japan — the Caroline, Marianna, and Marshall 
Islands 

Two phases of the mandate system are significant from 
the economic viewpoint One concerns the Open Door and 
the other the possession by mandated areas of outstanding 
or strategic economic value As to the former, the difference 
betw'een the three classes is interesting In the case of Class 
A mandates Article 22 of the League Covenant makes no 
provision for the Open Door, that is for equality of economic 
opportunity for the nationals of all states, but the actual 
draft of the mandate itself includes such a stipulation for 
members of the League The United States has protested in 
a case of apparent attempt at exclusion in oil exploitation 
m ilesopotamia, and even if no cases of discrimination arose, 
the possession of mandatory control could not but prove to 
be of some economic advantage to the mandatory power, 
however indirectly For territories under Class B mandate 

Geosraph.cal cont gfu ’’ and terntorial propinquity” have 
b^en ia\onie phrases in the d’pio ratio language of certain powers in claim- 
ing speL.al interests 

Mandates to Austral.a, New Zealand, and Union of Souvh Africa 
were nomiralh to ‘‘•His BrUannic Majesty, to be exercised on his behalf 
by” said Commonwealth, Dominion, and Union, respects el\ 
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Article 22 specifically provides the Open Door for League 
members As for Class C mandates, no such provisioiv exists 
Indeed such a provision would m a ^nse be inconsistent 
With the policies, not of the United States, but of ^ome 
powers, since these territories are to be administered as in- 
tegral parts of the mandatory country^ ai^d discrimination 
has actually been practiced On the other hand, the United 
States, not a member of the League, has never subscribed 
to the mandate system, and as in the case of spheres of in- 
terest, has insisted upon equality of opportunity for its na- 
tionals However, at the Washington Arms Conference, 
in order to effect a settlement with Japan concerning Yap, 
an island m the Carolines on which it has an important 
cable base, the United States recognized the Japanese 
mandate rights on that island in return for Japanese recog- 
nition of American cable and other economic rights and 
assurance of equality of opportunity there for American 
nationals 

In considering the other principal economic aspect of the 
mandate question, w’hile it cannot be said that any one of 
the mandated territoiies is without some economic \alue, it 
may be questioned whether many of them have any vast or 
truh’- strategic economx importance The existence of a 
more or less essential Am.eiican cable base on the island of 
Yap IS an outstanding case, and this led to the controversy 
between the United States and Japan which, as just men- 
tioned,* was’at least nominally settled at the Arms Confer- 
ence Following the allocation of Nauru to Great Britain 
there wmre reports of great quantities of phosphate on 
that Pacific island and predictions that b^/ \irtue of their 
possession the British Empire would be freed from depend- 
ence u|jon other countries, especially the United States, for 

Wie bubsequ,-nt cpj.pters, th b stLa\ 
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supplies of this material and might even become the world’s 
leading source of the commodity, but these reports of re- 
sources appear to have been greatly exaggerated, and cer- 
tain difhcuPw-s in production and transportation apparently 
further limit the possibilities of a large output, so that the 
L'nited States remains the world’s chief source of phosphate 
Xe\ertheiess the actually joint administration of Nauru by 
Great Bntam, Australia, and New Zealand was made to in- 
clude a monopoly of all the phosphate rock, on the ground 
that an agency of these governments had bought out a 
British company which formerly had exclusive rights to dig 
the lock theie,^' so that this constituted another case of an 
attempt to close the door in a Class C mandate The case 
of hlesopotamia and petroleum has been a prominent one, 
and tvill be discussed in a subsequent chapter In general, 
hov^et er with these possible exceptions the mandate process 
may perhaps be \iewed as less a scheme for the capturing 
of strategic advantage than a mere addition, m a modified 
form to the methods of general economic and political 
partitioning of subject areas 


DISTRIBUTION OF COLONIAL OWNEPvSHIP 

Reverting to the case of colonies and considering them in 
the bioader sense of the term,^^ that is, not confining con- 
sideration to colonies proper but extending it to all posses- 
sions and parts of empires, it is of interest to note their 
extent and distribution It has been remarked above that 


ib d 

Tf»e principal colonial and empire possessions, ^Mthoiit enumerating- 
miPor, small, and scattered coloPxes, include Gicat Bntam — Canada, 
Australia, Soufn Afr ca, Xevt Zealand, India, Eg^pt, France — xVlgeria, 
Ind'j-Ca na, Tuns, Fmrch Morocco, Netherlands — -Dutch East Indies, 
Dumb \Ve-.t Ird’ts, United States — Philippines, Porto Rico, Japan -p- 
Ta I’lan t Formosa), Chosen (Korea), Dairen (lease) , Belgium — Belgian 
Congo, Itah — Entrea, Somalia, Libia 
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nearly one half of the world's land area consists of colonial 
territory of one status or another, and that this ter:!^itory is 
divided in ownership among a number of nations most of 
which have comparatively a fairly small home area in which 
there has developed a more or less intensive, industrialized 
economic system This last is not true pf several powers 
which acquired their colonies m earlier periods in pursuance 
of mere military conquest, but it is decidedly true of the 
most successful and the most typical colonial powers of the 
present, such as Great Britain 

While the total home area of the colonial pow'ers before 
the World War amounted to somewhat more than 4-} million 
square miles, these pow’ers had possessions with a total area 
of nearty 21] million square miles, or a total colonial area 
about 4} times their owm total territorial size, territorially 
speaking therefore, in vernacular terms the case is one of 
the tail wagging the dog The proportions ^of the total 
colonial area held by the \ariou5 colonial povrers was equally 
striking Th^s distribution of ownership is indxate*d in the 
following percentages of the total the United Kingdom 
nearly 60 fU France, nearly 2o^U Germany o\er 5^c, 
Portugal and Belgium, over respectively, the Nether- 
lands, less than uT, Italy, less than 3^!, and Spam the 
United Slates and Japan, each less than iT 

A further interesting measurement of the distribation of 
colonial ownership iS found in a comparison of the home area 
of the colohial powxrs wnth the areas of thoir colonial pos- 
sessions Thus, just prior to the World War the United 
Kingdom had colonial possessions with a total area more 

F’jtres are for 1913 and aiv, from data :n U S Tar rr Cor”'T'^^s oRj 
op cit Hc/pie areas pre-war, except lor Fra'^ce v, 1 ^ ncTd,5 A ^ace- 

L^rrain? Exact percentages of total co.o’" al U K 59 03, France 

19 03, G^iinana 3 2S, Portugal 4 34, Belgium ^ 23, A^th^-riaiids 3 6a, Italy 
2 75, Spain 63, U b 55, Japan 52 
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than ICO times as great as the area of the mother country^ 
and the corresponding ratios for other colonial powers were. 
France nearly 20, Germany more than 5, Portugal over 26, 
Belgium 80 the Xetherlands over 62, and Italy more than 
5 Only Spam, Japan, and the United States had pos- 
sessions totalling less m area than their possessors, and in 
the case of Spam and Japan the colonial areas were more 
than half the size of the mother country, the United States, 
with a home area roughly thirty times as great as that of all 
her possessions, stands alone, therefore, as a colonial power 
w'hose colonial s\^stem is negligible m proportion to the size 
of the mother country. 

While these data apply to the pre-war situation, the only 
substantial change m colonial area since that time has been 
the surrender of the German colonies and of certain formerly 
Turkish areas Germany, therefore, has ceased at least for 
the present to be a colonial power On the other hand, the 
disposition of the former German and Turkish territories 
upon their surrender as a result of the World War has been 
technically such as to preclude their strict classification as 
colonies although as noted above the mandate system cannot 
be dismissed^ m either a legal or a practical economic sense, 
from a consideration of economic imperialism In a sense, 
therefore, the transfer of these territories, while not adding 
technically to the colonial area, has somewhat extended the 
territorial control of several powmrs, principally Great Brit- 
ain France^ and Japan 

The facts just set forth have to do with size alone, and 
it is scarcely necessary to remark that such data cannot be 

Source of data, as abo\e. Exact ratios, mother country to colonies 
IT K I to 10a 3, France i to 19 2, Germany i to 5 4, Portugal i to 26 3, 
Belg xum I to So, Netherlands i to 62 i, Italy i to 5 3, Spam u 4 tw i, 
U. S 30 ^ to I, Japan i 3 to i 
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adopted as the sole basis for judging the relative place of 
the various powers in the modern colonial system ^lany 
other methods of measurement might he used, all of which, 
however, cannot be combined m a single composite index 
For example, when population is considered it is found that 
the colonial jurisdiction of the powers over persons is not 
so gieat in size as their jurisdiction as indicated in square 
miles^ which reflects the comparative sparseness of popula- 
tion of the world's colonial regions v/hen compared with the 
considerable density of population found in the home ter- 
ritories of most of these powders The density of population 
m the colonies of the United States, in proportion to that of 
the mother country, is sufficient substantially to alter its 
miother-country-colonies-ratio, wffiile the colonies of the 
United States are approximately only one-thirtieth as large 
in area as the mother country, they are nearly one-eighth as 
large if measured m terms of population and the United 
States controL more than tvm per cent of the wmrld s colonial 
population as against approximately V of one per cent of the 
w^orld’s colonial area There is also a sufficient density of 
population in certain Biitish, Dutch and Japanese colonies 
to give these powers a larger place in population-control than 
in area-control In fact, in one sense it may be deduced 
that percentage of world s colonial population is a better in- 
dex than percentage of world s colonial area, for this tends 
to emphasize the colonial systems such as the British and 
Dutch, which are known to be of greater economic impor- 
tance In this phase of the appraisal there can be no doubt 
that the presence of a larger population in a colony fre- 
quently reflects an earlier civilization and the preexistence 
of some economic de\ eiopment upon wffiich the later develop- 
ment rhay be built, as in the case of British India, and a 
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large population is also of much importance m furnishing a 
larger labor supply for the establishment of plantations and 
other colonial industries 

,To a certain extent, therefore, it may be asserted that 
those nations which have obtained colonies with large popu- 
lations have been the most successful colonial powders, and 
this might even imply that colonial economic development 
has been more a matter of exploitation of populations than of 
materials However, both elements are important, as so 
clearly evidenced m the case of the British Empire Further- 
more^ the colonial powers altogether control areas 4f times 
their own size and total populations only if times as large 
as their own, so that in general the colonial system in its 
most important aspects may be looked upon as a reaching 
out from congested industrial areas to frontier areas of rela- 
tively smaller population, in order to obtain control of re- 
sources and, in addition to the securing in certain instances 
of strategic military bases, to develop increased facilities for 
trading shipping, and financial activities Nor does this in- 
clude to any great extent, the frequently cited desire for 
regions v;hich wall care for an overflow of population, for 
with a few important exceptions, as in the case of the Brftish 
Dominions, the peoples of colonial powers m the more recent 
periods of modern colonization have not migrated to their 
colonies in extremely large numbers, even when the climatic 
and other natural conditions have been, as m the case of 
Taiwmn and Chosen, more or less similar to those of the home 

Populat-un data (same source as abo\e), 1913 Percentage of 
T,orid's total colonial population U K 69 93, Fiance 9 97, Germany 
(prc-^Aarj 2 Portugal i 55, Belgium i 24, Netherlands 8 55, Italy 32, 
fepa n 24, U S 2 2o> Japan 3 Sz Ratio, mother country to colonies 
L K i m 8 5, Franee i to i 4, Germany (pre-war) 5 3 to i, Poi^ugal i to 
I 5, Belgium I 1 to i, Netherlands i to 7 i, Italy 21 to i, Spam 15 9 to i, 
U S 8 5 to I, Japan 2 7 to i 
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country, ““ certamly such migration has been in no case suf- 
ficiently large substantially to lessen the congestion of n^other 
country population which is so often adi’anced as a natural 
justification for colonial expansion In fact, the colonization 
process of present times is much less of a movement of an 
overflowing population than a reaching out from areas of 
intensive economic development for comm.ercial control of 
facilities for supplementing or, more especialbc complement- 
ing, such development 

Doubtless the best single index to the relative economic 
importance of the \arious colonies is lo be found m their ex- 
ternal trade, this can be measured and compared, and to a 
considerable extent it reflects their internal economic de\ el- 
opment, vhiie it also shows much of their importance to the 
colonizing countries This \’^ill be analyzed at a subsequent 
point m the present chapter and will further emphasize the 
lank of the various colonizmg countries. In other vrerds 
\ieved in the light of area and population as welfas of cem- 
merce i: becomes clear that Great Eruain takes firsi* place 
m the colonial economic system or the pre:^ent day, vnth 
France a distant second, and foiioved by a number of others 
of gi eater or less importance includmg the Xetherlands, 
Portugal, Belgiumi, ItaKx Spam, Japan, and the United 
States Portugal and Spam were more important as colcnial 
powers in the earlier periods of modern colonization in re- 
cent periods they have not only possessed smaller total colo- 
nial areas, but, bemg relati\eh’' miuch less ad\anced m the 
process of industrialization, they ha\e brought about rela- 
tively less economic development in their colonies The lat- 
ter is true, to a limited extent, of Italy, and possibly Belgium 
and the Netherlands The United States is only partly in- 

Efen the British Emp.re Settle^ert Act o£ 1922, lun’sh^^g’ finan- 
cial aid for emigration from the Unued Kmgdom to Brush Dominions and 
colonies, does not seem to ha\e had large results 
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dustnalized, though tending to become more so Japan 
only rpcentiy began her industrialization Thus the leading 
economic colonial powers of today might be said to be Great 
Bntamj France, and the Xetherlands, with Japan advancing 
in importance Judging from the trend of the underlying 
economic forces^ it might be expected that Great Britain, 
Germany, France, the United States, and Japan, being pres- 
ently and potentially the leading industrial powers, would be 
the leading nations of the future either in economic colonial 
control or in some sorts of arrangements for insuring, per- 
haps by checking the colonial system and enlarging upon the 
policy of the Open Door, the necessary supplementing of 
their supplies and markets, but various factors, such as the 
possibilities of industrialization in the colonies themselves 
and in other so-called backward areas, make any prediction 
difficult 

However, in considering the relative place of the powers 
in the colonial system, and before attempting a full appraisal 
of the economic significance of that system, it is important 
to observe certain economic differences m types of colonies, 

ECONOMIC TYPES OF COLONIES 

Again considering only colonies proper — although most of 
the distinctions as to types and facts concerning economic 
impoitance can be applied equally well to the other areas of 
control mentioned above — while m general all such areas 
apparently possess certain common characteristics, it^is im- 
portant to distinguish between different economic types of 
colonies Thus fairX accurate lines may be drawn between 
plantation and settlement colonies, between tropical and non- 
tropical colonies, and between dependent and self-govern- 

Tide ti.tray Chapter on '' The National Economy o£ the United 

States 
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ing colonieS;"^ and these classifications are generally coin- 
cident In a word, it may be said that there are the tropical, 
plantation, dependent types, and the hon-tropical settle- 
ment, self-governing types In these, conditions and conse- 
quently policies, vary. 

Nox-TropiC‘\l, Settlement, Self-Governing 
Colonies 

The British self-governing Dominions. Canada, Austral^ 
New Zealand, and South Africa constitute the last-named 
category Here the geographic, racial and economic con- 
ditions are more nearly like those of the mother country, 
and there is a corresponding similarity in the character of 
economic development and a necessary difference in the colo- 
nial policy Climate and even soil are often not greatly un- 
like those of the colonizing country Settlement has conse- 
quently been possible, making the population similar to that 
of the homeland The labor, capital, and management have 
possessed a corresponding similarity, at first being supplied 
largely by the colonizing power and later tending to be de- 
veloped locally along such similar lines as to lead to much 
the same kind of economic institutions as those of the mother 
country Agriculture is largely of the temperate zone sort 
Of most significance, manufacturing tends to develop, and 
these territories show \ arymg degrees of actual industrializa- 
tion, Canada tends to follow somewhat the same lines of 
industrialization apparent in the economic history of the 
United States As a result of all these characteristics the 
exports are generally very different from those of tropical 
areas, and may even comprise growing proportion^ of manu- 

^24 g Wariff Comm’ss'on, op c^t ^ p 13 

The colonies Tvnich later became the United States Tvcre incipiently 
of this qpe 
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factured products, and imports are also different As a 
further result these colonies have attained a large degree of 
iocai autonomy, inciiidmg fiscal powers and therefore free- 
dom ill tariit-niaking, and they have exercised this power by 
establishing protective tariffs, to some extent m conflict with 
the general tariff pohcy and even the economic interest of the 
mother country In spite of ail these facts, however, it is 
to be obser\ed that these regions have thus far presented a 
Ipnd of foreign trade which is topical of the most funda- 
mental characteristic of ail colonial trade, so that they do 
not constitute so much of an exception to the general prin- 
ciple laid down above Great Britain still looks to them as 
large markets for her manufactures, and as sources of tre- 
mendous quantities of gram, meat, and wool, to mention 
se\eral outstanding commodities. Furthermore, their large 
degree of independence has not led them to a policy com- 
pletely deflant of the policy of Great Britain, they have pref- 
erential tariffs applying partly to trade with other colonies, 
but primarily and extensively to trade with the mothei- 
coimtry “• And the industrial and financial interests of Great 
Britain so far as is known, are not measurably impeded, and 
are somewhat assisted in their access to Dominion activities 

Tkopical, Xon-Settlement, Dependent Colonies 

In general all the colonies of the world except the British 
self-governing Dominions are of the dependent type and 
practically all of them with the possible exception oT Malta, 
Korea, and, if it be ( incorrectly) classified as a possession, 
Egi-pt, are tropical, and many of them are characterized by 
the plantation sort of development Agricultural planta- 
tions however, cannot always be established, for, while they 
necessitate a reasonably large supply of cheap labor^ as in the 

U S Tariff Commission, of at, p lo Ib.d , pp 39-40 
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case of the rubber plantations of British Malaya and the 
Dutch East Indies^ and the tea plantations of India and^f^e}- 
lon, they are not always feasible m regions where the popu- 
lation is too congested and where consequently there is not 
the relative abundance of acreage The plantation areas are 
therefore chiefly in tropical Africa^ Oceania, and parts of 
India, Ceylon, the Malay Peninsula, Indo-Chma, the Dutch 
East Indies, and the Philippines In other tropical colonies 
the economic method, at least m the past, has often been one 
of more direct and at times cruder exploitation sometimes 
involving slavery and other forms of oppression For this 
reason non-settlement colonies have sometimes been classi- 
fied as either plantation or exploitation colonies But m re- 
cent years the remarkable spiead of the plantation system, 
and its increasing dependence on large supplies of labor, 
which IS sometimes imported from another colony if neces- 
sary, make this system the most characteristic one m tropical 
colonial areas This marks an ad\ance in economic effi- 
ciency, and IS well illustrated m the decline of wild rflbber 
"gathering in Africa (as m South America) and its superses- 
sion by rubber cultivation in British Malaya and the Dutch 
East Indies 

The non-settlement colonies show even more clearly than 
the settlement colonies the primiary economic purpose of the 
colonial system Such territories, generally speaking almost 
exclusively produce raw materials desired by the industrial- 
ized powers, including both staples common to the commerce 
of the western world, such as wheat and cotton, and particu- 
larly other industrial raw m.aterials and foodstuffs which 
can be largely obtained only from these areas, such as rub- 
ber, copra ]ute, camphor, and certain kinds of hemp. In 
turn^he tfropical colonies, with a few notable exceptions such 
as that of India, have practically no manufacturmg indus- 
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tries of their own^ and to the increasing extent to which they 
purchase manufactured and semi-manufactured articles they 
become important buyers of the products of the colonizing 
countries Even where industrialization sets in, and cer- 
tainly where the plantation system causes a growth of the 
simpler processes of preparation, as in the case of the oil- 
crushing and other mills m the copra and sugar producing 
areas, it is of at least some temporary advantage in the same 
vray, since it creates a market for machinery and other equip- 
ment This is the trade advantage An equally important, 
and more fundamental, advantage lies in the outlet in the 
development of such areas for the surplus capital of the 
colonizing countries, and even in the employment for 
managers, or if it be considered that those countries tech- 
nically have no real surplus of capital and enterprise, at 
least the capital and management supply is normally so large 
with respect to the demand that these new investments offer 
opportunities for increased interest and profits At the same 
time atixiliary business processes such as banking and ship- 
ping are given increased em.ployment through this develop- ' 
ment of coiomai industry and trade In settlement colonies, 
therefore, and even more strikingly in non-settlerfient 
colonies, is clearly demonstrated the raison d'etre of the 
colonial system 

THE ECONOMIC VALUE OF COLONIES THEIR PLACE 
IN WORLD COMMERCE AND INDUSTRY 

VvTiat has been said with respect to economic types of 
colonies demonstrates their economic value in a general 
w'ay, andut should by no means be assumed that this value 
is only one of trade for their industrial importance is even 
more basic and their financial importance is significa^it. 
the size and character and direction of their imports and 
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exports merit notice^ and this partly because their trade re- 
flects their economy Of this trade, it is significant that 
just prior to the World War the largest^share, more than a 
third, was contributed by the British self-governing Do- 
minions, and that another large proportion was that of what 
have been called the “major colonies of Asia and North 
Africa,'’ including principally India, the Dutch East Indies, 
and Egypt 

The Proportions of Colonial Trade 

An estimate of the general and relative proportions of the 
colonial trade is shown m the figures given on page 164 
Just as the colonial territories make up neaily half of 
the land surface of the globe, so also these figures disclose 
their huge importance in world trade, as well as their par- 
ticular importance m the trade of certain empires and their 
minor importance in that of others Thus m 1913 Great 
Britam, easily the leading colonial power had nearly one- 
sixth of all the world's trade, or more than any other single 
Nountry, not excluding Germany, the United States and 
Japan But her Dominions alone had more than a thmd of 
all the colonial trade ( using the term genencally rather 
than strictly; and over 6G: of the world's trade and her 
Dominions and other possessions had more than twice that 
much, namely, about seven-ninths of ail colonial trade, or 
more than i4^c of the world total. Consequently, the 
British Empire had more than 30^^ or nearly a third, of 
the world's trade, and of this nearly one-half was contributed 

2 s XoTE Eg^pt IS classified as a colony bv tte Tar £ Conm ssion .a 
its publication referred to abo\e, although th*s is techn calN iira.ccurate, it 
was for a time a protectorate, and the protectorate was aVerward v.itb- 
drawn On the other hand, BrV si* Lcono*^ c dominance *3 well recognized. 

^ For note on chronological LmitaUons of statist.cs cUed here and in 
se\eral subsequent sections of this chapter, ^ide footnote abote. 
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COLONIAL TRADE AND WORLD TRADE “ 

\ALUES IX MILLIONS OF DOLL 4 JRS 


Value 

. % 

0] Wojld Total 

Great Britain 

6,830 

1596 

Canada 

D130 


Australia 

TiO 


South Africa 

553 


New Zealand 

220 


India 

1,662 


. Egjpt 

299 


"Total British Dominions 

Total Biitish Crown Colonies and 

2,674 

6 25 

India 

3 404 


Total British Possessions 

6,078 

14 20 

Total Biitish Empire 

12,908 

30 17 

Fiarxe 

2,969 


Total ITench Possessions 

629 


Netherlands 

2,814 


Total Dutcn possessions"- 

432 


United States 

4,224 

987 

Total U “ S pDSsessions 

193 

045 

Total U S and its possessions 

4417 

1032 

Japan ^ 

67S 


Formosa, Klorea and Dairen 

169 


Portugal . . 

134 


Total Portuguese possessions 

133: 


German} 

4,967 


Total German possessions 

III 


Spain 

433 


Total Spanisn possessions 

48 


Belgium 

I 692 


Total Belgian possessions 

25 


Italy , 

I 185 


Entreaj Somalia^ and Libia 

23 


Total colonial powers 

25.927 

60 59 

Total colonies 

7838 

18 32 

Total colonial empires 

Total non-tropical non^colonial coun- 

33.764 • 

7891 

tries . - ... 

7,268 


Total tropical non-colomal countries 

2,055 


World total 

42,789 
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by the possessions themselves It might therefore be said 
that Great Britain in a sense had doubled her place in,world 
commerce by reason of possession of Ijer vast empire, but 
even this does not fully indicate the importance of her 
colonial system^ because without it it is extremely unlikely 
that her own trade could have prospered as much as it did 
which again illustrates the basic industrial importance of the 
system 

Turning from the British case, there is noted the mod- 
erate importance, so far as absolute proportions aie con- 
cerned, of the trade of all other colonies such as those of 


Figures selected and arranged from statx'^txs gi\en in Tar ft Com- 
mission publication cited abo\e, the\ are in rou^d in Ibons of dollars ind 
aie for 1913, they are not entire!} comparable du- to ame^enct^ ot 
putatiOHj they quite e'\ identh include, trough rot so spne neJ, bo'-b i - 
ports and exports, so that fruir a v o^id \ po.nt th^ actual ^ olu of 
the total VO. id trade v a> anp'-o\m'’anl} or^-half as jfr^at as .rd 

TCud ng Alguf a, Ineo-C<" n.., Tlu's hrurch lMor.<t:eo a^d omns 
“ Tc'i'i’^g a large p’-uuort on for Dutch Fur Td es a 
small a’-^ount for t’ Ditcn A\hst I'^d es * 

" Tp^ Pn.p DO res a’~d Po-to R c e 

Tr, t^'a^sf.’* of f^cse co. m e=: atnr toe Wrr.d W-"- shou’d be noted 
Inelud -^g utiicr European countries, Turjv_}, China, and ncn-tropi- 
cal South Am^r ca 

’ Teluc'mg Brazil, and other ucuntr es n Ame'-.ca, Cuaa, 

Me'-^eo, Central A’^.r ca, Persia, S a a’^J L OwT a T’^ 3 c.ass ncation 
b} the Comm:s« on .s slightly arbdrarv', — for example parts of Ch na 
are at Last se^' ’-mop’cai — bat nec-ssarxh so 

XoTE S ^ce the figures are for 19-3, they do ret take .nto acccart 
the transfer of the German colonms, a^’d ^ne d stu’-oa’^C-S ard cha’^gv^ r 
vorld trade dunng ard s nee the World War, arj these ha^ e oe:’^ , 

for exarDiplt the trade of the Un ted States has g'^^atP 'cmas-^d Bit 
many respects there are terdenc es toward a retersion to pre-war piopor- 
tions, ard the abo\e figures are nor vitf'out Sigr rca*^ce a^ an mdex to 
colonial trade r fairh recent t.mes It u’^fortu’^ane tnat more recent 
compilations ha\e not been made Hov e^ en the d mcult es^oi cora nirg 
and compihng on a comparatme basis stat^'^tics on e'^ tern'll ^^ade for the 
aanous areas of the world arc such that any tables or the sort Ao’' e are 
parPy iii^the nature of esfmates, and are necessardy a cons derab.e number 
of years out of date ” by the time they can be compr^hemitei} compiled. 
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France, the Netherlands, the United States, Japan, Portugal, 
Germany (in 1913), Spain, Belgium, and Italy It is sig- 
nificant that the United States, with nearly 10% of the 
worlds trade m 1913 (and a larger percentage in recent 
years), had colonies which contributed less than one-half 
of one per cent of the world total, and that the trades of the 
colonies of Japan, Portugal, Germany, Spam, Belgium, and 
Italy, respectively, were even smaller In other words, only 
French and Dutch colonies at all rivalled the trade of British 
(fdonies, and this rivalry was small 

On the other hand, if to the British possessions be added 
all the colonies of other nations, the total importance of the 
colonial system in the trade of the world is reemphasized 
All colonies together contributed over 18% of the world 
total m 1913, and all colonial powers together over 60%, so 
that the total trade of colonial empires reached the remark- 
able proportion of nearly 79% of the world total In these 
figures there is a large significance It may be a moot ques- 
tion a^to which is cause and which is effect, to a considerable 
extent it is true that those nations which have built up ^ 
colonial empires have done so because of their greater 
economic progressiveness, or aggressiveness (depending 
upon the point of view ) , and that colonial trade is therefore 
an effect. On the other hand, if the trade of the colonial 
powers constituted m 1913 over -| of the world total, and 
if the total trade of colonial empires made up nearly ^ of 
the world total, there is considerable ground for the assump- 
tion, on the basis of these figures and of many other facts 
with respect to the details of the trade itself, that the pos- 
sessions of colonies partly enabled the colonial powers to 
take this large place and that colonial activity has beto in 
ver\" considerable degree a means to an end. In ary eyent 
these figures show most strikingly the extraordinary im- 
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portance of modern economic imperialism in world com- 
merce and industry. 


Importance of Colonial Trade to Mother Countries 

Further light is thro\vn upon this question by the figures in- 
dicatingj in amount if not in strategic value^ the importance 
of the colonial trade to the mother countiies The trade of 
each colonizing power with its own colonies in 1913^ in- 
dicated as a percentage of its total trade^ was as follows. 


Great Britain 

34 ^ 

Portugal 

20U 

Japan 

16^ h 

France 


Netherlands 

loU 

Spam 

3 U 

United States 

3 A 

Belgium 

l^r 

Germany 

Italy 



These figures more specifically emphasize the relative 
trade value of the colonies to the respective countries pos- 
sessing them, and they again emphasize the British case in 
which more than a third of the trade of the mother country 
is earned on with her possessions, while indicating the con- 
siderable value of the Portuguese Japanese, French, and 
Dutch colonies to their possessors, and the relatively small 
place of the Philippines and Porto Rico in the trade of the 
United "States 

As a matter of fact however, these data do not fully in- 
dicate the peculiar commercial importance of the colonies, 
since the imports of the colonies consist so largely of manu- 

U* S Tariff CommissMjn, of p 19 Tiie saTie statibUcal dif- 
ficulties as ind’catcd m tne preceding data arc to be roted here 
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factured articles, including prepared foods, so that the 
colonies, with less than a fifth of all international trade, 
proba®bly comprise a market for one-fourth of the manu- 
factured exports of the industrialized countries, and since 
they supply, it is estimated, about one-fourth of the raw 
materials of international trade, so important in industry 

The Character of Colonial Trade 

T|;ius in the character rather than in the volume of colonial 
trade is found its most fundamental significance Colonial 
exports, while varying greath' from colony to colon^^, are 
remarkably uniform in one respect, that is, in that they are 
largely made up of raw materials, some of which are only 
so obtained or are of strategic importance The list includes 
many staple materials and foods t\pical of the import trade 
of Great Britain and other industrialized countries of west- 
ern Europe^ such as wheat from Canada and Australia, meat 
from Australia and New Zealand, and wool from New 
Zealand and Aubtraiia and South Africa, and it embraces a . 
host of exotic products which must be imported, m greater 
or less qaaniities into Europe and the United States ^An 
examination of the list suggests a number of commodities 
which are of extreme importance as raw materials for the 
manufacturing industries of the colonizing powers, and 
many materials, such as rubber, which at present are ob- 
tained exclusively or almost exclusively from the colonial 
regions, such commercial dependence being emphasized by 
colonial restrictions that have checked their export or have 
at limes sharply increased their price, as in the case of the 
Stevenson Act relating to rubber exports. 

The imports of the colonies differ widely, not sp much 
from colony to colony, but rather m their miscellaneous 
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character in any one case. In a comparison of the various 
coIonieSj it is observed that the lists of imports are generally 
very similar, with some exceptions in the case of the partly 
industrialized regions such as the British Dominions, w^hich 
necessarily tend to import less of manufactured products. 
Typical colonial imports, especially in the case of tropical 
colonies, include cotton textiles largely of tile cheaper sorts, 
tools, machinery, prepared and preserved foodstuffs such as 
canned milk and meats, dried fish, and sugar un some 
cases), liquor and tobacco, salt, coal (largely for bunker- 
ing), matches, soap, glassware, sheet iron, and other iron 
and steel products, refined petroleum products ( particularly 
kerosene), cement, leather goods and chemical products; 
some of these are raw products, but for the most part they 
are the typical exports of manufacturing nations 

Colonial exports, therefore, are largely industrial raw ma- 
terials and raw foodstuffs and vary greatly from colony to 
colony in many cases one colony constituting a most essen- 
tial source of supply of some one or tw'o commodKies of 
strategic importance m the economy of the industrialized 
part of the world, and colonial imports, which are more or 
less' common to colonies m general are made up of a variety 
of semi-fabricated and fabricated articles for which it is im- 
portant for the industrialized powers to find markets 

THE ECONOMIC POSITION OF THE UNITED STATES 
IN THE COLONIAL SYSTEM 

The position of the United States in the colonial system of 
the world is of peculiar interest especially because inter- 
nally as wtII as internationally there has been considerable 
discussion as to whether the United States is or is not 
imperialistically inclined In one sense this question 
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is idle since in the various acts of any power can be 
found evidences of both imperialistic and non-imperialistic 
tendencies. 

Howe^ er, a careful examination of the geographic and 
economic facts of the case is enlightening, as it shows that 
at least at present the United States not only has a small 
place in the colonial syszem, so far as ownership is con- 
cerned. but IS in turn pecuiiarU dependent upon the colonies 
of other powers It has been seen above that this nation has 
total colonial territoiy only about one-thirtieth as large as 
the territory of the country itself, and has only two colonies 
of any considerable economic importance, namely, Porto 
Rico and the Philippines, Alaska and Plawaii also represent 
non-coiitiguous territorial acquisitions, but they are treated 
practically as integral parts of the United States and are not 
classified as colonies, and, what is more important, have 
thus far proved to be of no outstanding economic valiie^ 
which also^may be said, m the mam, even of the Philippines 
and Puerto Rico 

So far as trade is concerned, and including Hawaii, it is " 
generally believed that these possessions have been very 
profiiable and it is true that the trade of the United Sfates 
With them has increased since their acquisition Thus it has 
been estimated that the trade of this country with its insular 
possessions ( Philippines, Hawaii, and Porto Rico) in the first 
quarter century of American occupation totalled about 5-} 
billion dollars as against a little more than half a? billion in the 
preceding quarter century, and that the United States has 
supplied a large proportion of their imports (65% in the 
case of the Philippines and over 90% in the case of Porto 
Rico and Hawaii q and has taken about 60% of Philippine, 
90^6^ of Porto Rican, and 95% of Hawaiian exports - 

Export- Trad£j Vol VIII, No 21, Cf Commerce Reforts^ De- 
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On the other hand, it has been seen that only about 3% 
of the total foreign trade of the United States, in 1913 
measured in value, was earned on \xith its own colonies, in- 
cluding Porto Rico, the Philippines, the Virgin Island^, and 
Guam, and excluding Hawmii The signihcance of this 
figure is obvious, but it is heightened b\^ comparison In 
1920 the United States sent nearly 209^ of its total exports 
to colonies, but only a little over to its cwm colonies, 
while nearlv 11% w^ent to Canada over lUc to all British 
Dominions (including Australia Xew Zealand and South 
Africa), and important amounts to British India, the Straits 
Settlements, Egypt, Jamaica, and British West Africa and 
other British possessions as well as to the Dutch East Indies^ 
and, in smaller quantity, to French and other possessions, in- 
deed, of its colonial exports over eight-tenths went to British 
possessions, slightly more than one-tenth to its owm posses- 
sions and the remainder to possessions of other powers 
The import trade is similarly stiikmg In the same year 
the United States purchased over 3c G of its totallmports 
from colonies, but less than uG of its imports came from 
its own colonies, more than came from Canada over 
i2ji from all the British Dominions and important per- 
centages from India Ce\don, Straits Settlements, Egypt and 
other colonies of Great Britain and of other pow'ers, of its 
colonial imports nearly eight-tenths came from British pos- 

cembt^ 6, i92<;, p 5yi tart h\ Dr E Da^^a Di-raad), for ca* on oi 
large incr,.?se from 1903 to 1926 Werv^rscs .i that p.r.cd U b rv-poVs 
to Alaska, Han a Por^o Rico, and Ae PrxLpp 5S5G agaipsi 230^: 
increase to fo*e coc^tn.s f Alas'- a 23.,,^:? Hana . 556^1 Porto Rico 
578%, Phxlipp ^es 1,5297);) 1 t 7 S iipporta fron^ sane cxgrt t zr-^s as great 
in fiscal tear ended jane 30, 1926 as xn fisca^ tear 1903 "" Ire .ntesrment 

of American cap tai, tn^ ediiCatior of +^e ratxte noaulxrmn, and the niam- 
tenaj^ce d*f ordePv goterrment hate '"crca=„a n-oduc^ on xi all Ae^c pos- 
sessions, raised tm standards of Ltm- of the people and enhanced tne.r 
bming- pottei " 
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sessions and not a great deal more than one-ten tli from its 
own possessions 

Therefore^ howeyer large a part of the trade of its 
colonies the United States may possess, this amount is 
not a large proportion of its total trade If 20 to 30% 
of the total trade of this country is colonial, and if of that 
colonial trade approximately 80% is with British posses- 
sions and only about 10% with its own possessions, or again, 
if these possessions of the United States contribute less 
than one per cent to the total of all international trade 
of the world, the relatively small industrial and commer- 
cial value of the colonies of the United States is demon- 
strated 

This peculiar colonial position of the United States is 
still more fully indicated when specific commodities are 
considered hlore than 2 2 5^, by value, of all merchandise 
imports into the United States in 1920 consisted of the fol- 
lowing articles of 'which more than one-half of the world’s 
supply iS derived from colonies rubber, wool, long-staple 
cotton, goatskins, tin, tin ore, diamonds, ostrich feathers, 
spices, cocoa \anilla beans, tea, coconuts^ copra, coconut 
Oil, shellac mamla hemp, raw jute, kapok, camphor, as- 
bestos graphite, and manganese ore Some of these are 
luxuries but many of them, including rubber, long-staple 
cotton jute, tin, and mmnganese, are of large importance in 
the industrial processes of the importing country, and it is 
further to be observed that wnth the exception of manila 
hemp and some coconuts and copra, they all come from non- 
American colonies 

Consequently, so far as trade is concerned, the United 

" ’ F.gur^s selected and compiled from statistics gnen in U^S Tariff 
Ccni’i £= of c'i ^ 

Ik^i , p 2 N 
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States is to no appreciable extent dependent upon its own 
colonies, and is peculiarly and greatly dependent uppn the 
colonies of other powers, particularly Great Britain It 
may be urged that this dependence is not so serious as first 
appears For example, it may be pointed out that Canada, 
with which a large proportion of the trade is carried on, is 
m fact almost independent of Great Britain and also has 
maintained veiy friendly trade relations with the United 
States, although even here the many difficulties over the 
Canadian reciprocity issue are to be recalled But ^n 
examination of the list of important commodities just given 
shows that most of them come from colonies which are to a 
considerable extent under the trade control of the respective 
colonial pow’eis, as particularly illustrated in the case of 
rubber What is probably most significant of all when the 
general trend toward industrialization in the United States 
IS considered, it can only be anticipated that this form of 
dependence will tend to increase rather than decrease, in 
the future The industrial dependence disclosed k more 
» basic than the mere commercial facts 

There are, of course, still other aspects of the American 
colonial problem There is the question as to the extent to 
wffiich the colonies of the United States are or may be of 
value to their possessor, not in trade but m extension of in- 
dustrial enterprise and m transportation and finance But 
their degree of industrial importance has been indicated in 
the analysis, of their trade and if the trade is small it cannot 
furnish large amounts of cargoes for Amierican shipping 
Xor are there any indications of unusually large capital in- 
vestments m these areas, m some cases such investments, 
for the purpose of development of plantations which would 
produce essential raw materials such as rubber, needed in 
the United States, wmuld appear to have been prevented by 
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peculiar obstacles such as laws limiting the size of land 
holdings and natural conditions resulting m lack of labor 
supply There is constant discussion of the possibilities of 
much greater development of the colonies of the United 
States, and if such possibilities were realized these areas 
might assume a larger importance in the industry and m the 
trade, finance, and shipping of the United States But the 
natural limitations of geographic conditions in the localiza- 
tion of industry, and the sheer smallness of area, prevent 
predictions of the development so far as present facts in- 
dicate, of any extreme economic value in the American 
colonies Xor is it likely that this nation, with a fairly con- 
sistent policy, in recent times, against territorial aggrandize- 
ment, Will add to its possessions, nor substantially change 
its position whereby to the extent that it has practiced eco- 
nomic imperialism its governmental administrative and im- 
provement expenses have largely offset its small commercial 
gains 

Finally, it may be suggested that, since the interpreta- 
tion of the term economic imperialism adopted in this dis- " 
cussion includes other things than colonies, in the narrower 
sense, an appraisal of the American position is not completed 
by a consideration merely of its colonies But the United 
States has no real protectorates, and no suzerainties, man- 
dates, or spheres of influence or interest The only remain- 
ing question would concern the Monroe Doctrine, and the 
special relations existing between the United ^ States and 
Central and South America. It is true that this policy, pur- 
sued throughout a large part of the history of the United 
States^ has partly reduced the exploitation of Latin America 
by European powers, at least through acquisition of colonies, 
protectorates, and spheres of influence It is also true feat 
in a number of cases, as will be seen in subsequent chap- 
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ters/^ companies incorporated in the United States have had 
large success m the development of petroleum and other re- 
sources But such advantages in investment and resource 
development have been fully rivalled by the commercial 
interest of other powers^ as in the case of the British oil 
companies, and of British capital in the railways and other 
enterprises of Argentina, and there is no evidence of any 
monopolizing of the trade and shipping of Latin America by 
the United States Indeed, there are evidences quite to the 
contrar}^ Accordingly, regardless of any indications of a 
kind of negative political exclusion, it may be concluded 
that the United States has not endeavored to practice eco- 
nomic exclusion in the regions to the south of it, and that its 
Latin American policy is not one of economic imperialism. 

The relatively small place of the United States in the 
present-day colonial system is doubtless in many ways a re- 
sult of a lack of necessity The nation has a large area of 
its own and an unusual abundance and variet\' of raw ma- 
terials and thus far in its history has been particular^" busy 
« at home in developing these resources, it has been under 
no natural pressure toward territorial aggression for eco- 
nomic advantage But its commercial dependence upon 
outside colonial empires is a slowly but surely growing one 
which Will at least force it to a continually increasing in- 
sistence upon the maintenance of the Open Door in other 
parts of the world 

TYPES OF ECONOMIC COLONIAL POLICY 

While present-day economic colonial policies present many 
striking contrasts, when examined broadh" and "compared 
with^eaxlier times, they reflect certain common character- 

V:a£ infra, j Cnapter XIII 
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istics Yvhich are the product of an interesting evolution. 
This development may be observed by briefly surveying 
modern colonial hiHorvp which for this purpose may be 
roughly divided into three periods/" from 1450 to 1815^ 
from 1815 to 1875, from 1875 present 

Exploitation — Fifteenth Century to 1815 

During the period from the latter half of the fifteenth cen- 
tury to the end of the Napoleonic Wars it will be recalled 
that the Portuguese and Spanish, the Dutch, and the French 
and Englibh^ were successively the most successful nations 
in the process of exploration, discovery, and colonization 
then going on Their methods varied considerably, and 
despite the presence of military and naval and other factors 
m their rise and fall as colonial powers it is safe to assume 
that comparative differences in their desire and ability to 
effect permanent colonization of the settlement type and 
to develop basic productive conditions rather than simply to 
exploit largely accounts for the waning of Portuguese and 
Spanish influence, for the successes of the Dutch, for the 
rise of the French, and for the final supremacy of the Brkish 
in building the vastest colonial empire of modern history. 
Howmver, the entire earlier period is characterized, in the 
large by the predominance of exploitation methods of the 
severer and ultimately less profitable kind, and this finds 
both economic illustration and political parallel in the loss 
of important colonies which would not tolerate the more 
extreme restricme measures, as in the case of the American 
colonies of Great Britain, and m the final realization of the 
unwisdom" of such a policy by those powers which finally 
emerged as the most successful ones 

Vide U S Tariff Commission, of cd , pp i--4 
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These policies of exploitation and restriction weie not 
^vithoiit their counterpart in domestic policies Ind^^d, in 
most of the latter part of the period th^ may be considered 
a reflection of the widespread belief m the doctrines of 
IMercantilism and the more or less thorough incorporation 
of these doctrines in the economic policies of the leading 
European countries If the powers shaped their commer- 
cial policies along the lines of a belief in the desirability of 
importing treasure such as gold and silver, and perhaps 
exotic raw materials, of selling only merchandise, of obtaTn- 
ing constantly a “ favorable merchandise balance of trade, 
and of pressing their foreign trade into their respective 
merchant ships, and if they enforced extreme measuies at 
home in order to bring this about it vas only natural that 
they should treat their colonies as objects for the further- 
ance of such plans, and no more interesting example of the 
policy can be found than the Xa\igation Acts which had 
so much to do with the pro\ocation of the American Revo- 
lution Along vnth this colonial extension of ^Mercantilism 
w^ent a monopoly system, whereby the go\erni'nent vould 
decree to itself monopolistic trade rights in a colony, or 
grUnt such rights to a chartered company which it controlled, 
as in the case of the British East India Company or would 
at least attempt to exclude all but its own nationals from 
the trade of the colony; to these measures were added 
monopolies of the carrying trade between the colony and 
the mother country, so that shipping as wmll as merchandis- 
ing was thus exploited along lines of national exclusion 
Such monopolies did not take the form of tariff differentials, 
which are characteristic of recent decades, but rather of 
absolute prohibitions wuth severe penalties, amounting even 
to 4ea& Gradually the system was relaxed, technically by 
the growth of commercial treaties, but probably basically as 
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a result of a realization that it was not profitable* But this 
shoulcl-^iiot obscure the fact that even in later times colonies 
have been consistentjy looked upon as sources of raw ma- 
terials and markets for the finished products of the industrial 
countries possessing them 

Relaxation — 1815-1875 

The noticeable moderation in the restrictive measures of 
economic colonial policy which characterized a period of 
about six decades following the Congress of Vienna resulted 
alike from a growing conviction that such measures did not 
pay and from a general liberal movement in western history 
This movement affected not only economic affairs but also 
religion, literature, and politics, and found expression in the 
liberal and humanitarian concepts of philosophers on the 
Continent, and in England, in the American Revolution and 
the French Revolution, and most notably from the present 
viewpoint, in the superseding of Mercantilist doctrines by 
the economic philosophy of laissez-faire as established 
by Adam Smith and his successors It resulted, in economic 
affairs, in such things as the beginning of the movementpn 
England which culminated in almost complete Free Trade 
by about 1848 And of course it was greatly influenced by 
the Industrial Revolution Consequently, even general in- 
terest in colonies declined, it began to be felt that they were 
burdensome, expensive, and transient, and restrictions on 
colonial industry, trade, and shipping tended markedly 
toward relaxation. 


Imperial Preference — from 1875 

After the middle of the nineteenth century, and partiralarly 
after 1875, there was a remarkable revival of colonial ex- 
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pansion The new explorations in Africa led to the estab- 
lishment of colonies and spheres of influence there British 
territorial holdings in Asia, Africa, amd Oceania became 
approximately four times and French holdings about sixteen 
times as great as they had been previously, and Germany, 
Italy, Belgium, Japan, and the United States acquired pos- 
sessions and took their places among the colonial powers. 
This expansion and the increase in economic restrictions in 
colonial policy were at least partly the result of the growtji 
of industrialism, with a consequently keener compeiition 
for markets for manufactures, and were associated with the 
decline of doctrines of ^Uaissez-faire and the advent of 
modern protectionism in a number of leading countries, al- 
though not in England Exploitation of colonies was re- 
newed, although not m the crasser form of the first period. 
The new system was more refined and more indirect, even if 
no less effective, and revolved around the method pf discrim- 
inatory differentials m tariffs and shipping, rather than the 
method of prohibitions In a word, the new era was one of 
’ imperial preference Not all of the colonial powers adopted 
this policy extensively, indeed, there were striking excep-- 
tions, just as England constituted a noteworthy exception to 
the general adoption of protectionism by most of the leading 
industrial nations including the United States In fact, it 
has been stated^’ not only that Great Britain and Holland, 
in the earlier part of the period, clung to the policy of sub- 
stantial freedom of trade at home as well as in their colonies, 
but that Germany and Great Britain were j'ointly responsible 
for the maintenance of this policy in all of Central Africa. 
Further, the spread of the discriminatory system was 
checked in many instances by mutual agreements between 
colonlSI^owers 

Vide U. S. Tariff Commission, of cU.^ p. 4. 
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The Present Trend in Colonial Policy 

Xevertheless, the preference system made large headway 
It IS somewhat difficult to generalize very broadly concern- 
ing the most recent years of this period^ especially those 
since 1918, and since that time there have been no German 
colonies Yet not only have countries such as France piac- 
ticed discriminations j but Great Britain herself has resorted 
to such measures frequently Indeed, after the World War 
tfiere was a strong tendency in that direction throughout 
the British Empire This tendency was so widespread that 
all of its examples need not be enumerated here, but evi- 
dences of it may be seen in the increase in certain Dominions 
of general tariff differentials allowing imperial imports a pref- 
erential level even lower than the level for goods from most- 
favored-nations/’ in a differential export duty on hides and 
skins from India which involved a rebate in case of shipment 
to other points within the empire, in many similar export 
duties' and m various imperial conferences held at London 
to consider the possibilities of increasing the commercial 
i:inity of the miother countries and its colonies and dominions 
It is true that the discriminations have been almost entirely 
colonial ones in favor of the mother country or other colonies 
— necessarily so because of the nominally free trade system 
prevailing m Great Britain It is also true that many of 
the differentials which w^ere put into effect m the several 
years immediately following the end of the War h^ve since 
been repealed, and that there is latterly some tendency 
toward a subsidence of this movement in the various British 
regions -On the wffiole, the British Empire, considering 
both the mother country and the colonies, may be broadly 
characterized as one in which there has been a largelh^sure 
of adherence to the traditional doctrine of freedom of trade, 
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doubtless for the reason that Great Britain is more pre- 
ponderatmgly dependent upon a free flow of international 
trade than any other power But this does not lessen the 
fact that in this modern period, including the most recent 
years, there have been abundant evidences of discrimina- 
tions along the lines of imperial preference, to an extent 
which has caused considerable comment in countries whose 
commercial interests were adversely affected Again refer- 
ring to discriminations of this sort, it is a notable fact tl;at 
the United States^ although it is noted as a power which 
bases its internal economic system upon the doctrine of 
equality of opportunity and continually champions that 
doctrine in international economic affairs, and although it 
has a colonial system of very moderate economic importance 
and of comparatively small value to its economic life, has 
clearly followed a policy of exclusion m some of its posses- 
sions, having assimilated Hawaii so far as tariffs are con- 
cerned and having set up in the Philippines a tariff system 
sometimes erroneousl}^ referred to as one of free trade yet 
actually characterized by, not 5 or lo or 50, but 100 per cent 
preference for the trade with the mother country 

Further, any appraisal of the economic policies of the 
powers prevailing in colonies and outside areas in recent 
decades is incomplete when it takes only tariffs into account. 
Such policies find important expression also in measures and 
activities with respect to the development of resources, in- 
dustries and railways, and m connection with foreign loans. 
These measures and activities, even to a greater extent than 
tariffs and other restrictions upon trade and shipping, are 
diverse and scattered, and often do not reflect a consistent 
or deliberately formulated policy, and many of them are 
found much less m the actions of governments than in the 
activities, often supported by governments m varying de- 
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gree* of private commercial interests, consequently it is 
difficult to generalize concerning them But if to the cases 
of exclusion of or discrimination against foreign nationals 
in the development of colonial resources and industries, be 
added the cases of minor discriminations by private com- 
mercial interest^, and the cases of support given by the 
governments of powers to their commercial concerns in these 
and financial activities m colonies and also in other areas 
of ^foreign exploitation, the evidences of economic imperial- 
ism are multiplied. In not rare instances the government 
of the power is itself a commercial participant. These 
various kinds of economic aggression beyond the territory 
of the country itself are numerous and will be dealt with in 
various parts of the following chapters But they may be 
illustrated here by reference to such things as the exclusion 
of foreign nationals from rich oil fields in the Dutch East 
Indies which nevertheless permits access by British interests 
through a subsidiary of the Anglo-Dutch Royal Dutch 
Shell Syndicate, the participation of the British government 
in the Anglo-Persian Oil Company which has special ar- 
rangements in Persia, the ownership by the Japanese gov- 
ernment of stock in the South Manchurian Railway, the 
Japanese monopoly of camphor in Formosa, and the host of 
monopolistic and exclusive economic claims set up by the 
governments of powers, or by commercial interests sup- 
ported by those governments, in the Near East and South 
America, and particularly in China — which countr^^ must 
also be included within the realm of imperialism In the 
last mentioned case, the whole system of special and monop- 
olistic concessions reached a climax in 1898, known as the 
year of the battle of concessions,’’ persisted in spite of 
American attempts to maintain the open door policy until 
1921, was in important respects nominally ended by the 
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agreement of the Washington Arms Conference, but 13 not 
even yet a thing of the past 

Not all of the cases are colonial 9nes in the narrower 
sense of the term But m actual economic practice, and 
effect, if not m legal theory, the shading is so gradual from 
territorial possessions of a quasi-independent type, such as 
the British Dominions, down through colonies in the stricter 
sense, protectorates, mandates, spheres of influence, and 
regions in nominally sovereign countries where monopolistic 
concessions and other special and often exclusive economic 
interests are claimed, that these phenomena cannot be dis- 
sociated in considering the structure and tendencies of 
modern economic imperialism They are the result of the 
same fundamental purpose and a part of the same process. 
Yet even if the colonies alone be considered it is seen to be 
a matter of doubt as to whether there is any substantial 
present trend toward mitigation of economic control. 
Doubtless the World War in certain respects tended to 
loosen the economic grip, because of the disruption ‘^and di- 
version of trade and other economic processes involved in 
the control Thus, turning for the moment from govern- 
mental policy, certain important branches of the colonial 
trade which had been commercially controlled in the mother 
country veered away from the trans-shipment centers of 
Europe and tended to flow more directly toward the coun- 
tries of ultimate importation, nor w’ere the colonial powers 
of Eui;ope able to maintain so well their colonial export 
markets On the other hand, the United States and Japan 
tended to profit temporarily m such trade by reason of the 
European difficulties But recently there has been a strong 
tendency toward reversion even in these matters of purely 
coniffiefcial control So far as governmental policies are 
concerned, the post-war growth of a sharper nationalism is 
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comn^only recognized; it has more recently shown signs of 
abating', but it is not a thing of the past. Finally, it should 
be observed that one#most basic and permanent factor now 
tend^ to loosen the economic grip of colonial powers upon 
their colonies and other regions of special interest, and nec- 
essarily to force ^ gradual change in colonial policy, that is 
the process of industrialization which had begun some time 
since in certain of the British Dominions and has more 
recently shown small potential beginnings in colonies and 
^‘backward areas’’ where the only important industiies in 
the past have been those producing raw materials It is 
illustrated m the case of the iron and steel, cotton textile, 
and jute industries of India, of iron and steel m China — 
though that is largely under Japanese financial control, and 
of a cotton textile industry m China which to an interesting 
extent is under the control of native capital and management 
Should the colonies and concession-ridden regions of the 
world go far m this process of industrialization and thereby 
develop*" more independent, better-rounded economies, it 
w’ould most probably alter imperial policies greatly, since 
such policies are largely those of industrialized countries 
toward many of the important non-mdustrialized regions 
Such a change has long since come about partly in the eco- 
nomic, and consequently political, policy of Great Britain 
toward certain of the Dominions, and there are some evi- 
dences of a realization by Great Britain that the beginnings 
of industrialization in India cannot well be suppressed and 
had best be encouraged and guided 

Probably only through such a transformation of the 
basic economic structure of what might be called the ex- 
ploited regions of the world can any fundamental alteration 
be expected m the policy of the powers with respect fo^ch 
regions If it does occur the resulting transformation in 
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policy may be equally far-reaching But the process is far 
from complete, with certain exceptions it has barely b^gun^ 
and m many regions, especially tropical opes, there are almost 
insuperable obstacles, in the form of conditions of climate^ 
capital and labor supply, and racial inaptitude for the in- 
dustrial system At least for the present, therefore, and for 
some time to come, large areas of the world will still be 
looked upon largely as sources of industrial raw materials 
and, to some extent, of foodstuffs, and as markets for manu- 
factured products, to be utilized accordingly by the aggr&- 
sive industrialized nations, and colonial and related policies^ 
regardless of their form at a given moment, will continue, as 
in the past, to be guided by this fundamental fact Further, 
in this process of utilization it is not unnatural that each 
power should strive for special economic advantage, al- 
though this does not necessarily indicate inevitably ruthless 
exploitation and unethical discrimination By conscious ef- 
fort the rules of the game, like the rules of any competitive 
business, may be made fair Fundamentally, hL)wevcr. 
there is a certain inexorableness about the extra-territorial 
aggressions of the world’s powders for economic advantage, 
and it is this that is alike the cause, the explanation, and 
prediction of economic imperialism 

THE COLONIAL SYSTEM AND ECONOMIC 
IMPERIALISM THE QUESTION OF 

, ^ JUSTIFICATION 

The subject of colonization and territorial economic aggres- 
sion cannot be dismissed without mentioning the very 

For a discussion of the entire problem, from a geheral and less 
economic viewpoint, cf Moon, Parker T , Inipenalis??! and W orld Poli- 
UcSy i\ Y, 1926, and (for moie legalistic tieatment) Lindle}, Mark F, 
The AcqumitOfi and Govern?nent of Backziatd Territories in International 
Laiv. N Y,iq 26 For a valuable handbook, in the nature of a cross- 
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interesting question of its justification Purely ethical de- 
side^la need not be digressed upon at lengthy but the system 
necessarily raises a question of what might be termed larger 
ecoiiomic morality. 

The entire system has been condemned frequently, es- 
pecially by statesmen of nations having either no colonies or 
no definitely imperialistic policy, as a form of unjust exploi- 
tation and of violation of the rights and liberties of native 
p^eoples, as it undoubtedly often has been Yet it may also 
be viewed favorably and justified on the broad moral ground 
of its economic and other benefits both to these natives and 
to the world at large Its necessity, even, is asserted, since, 
It is argued, without such colonial and related developments 
by the peoples of greater progressiveness, industrial skill 
and ingenuity, capital supply, and general economic capac- 
ity, vast areas would be idle and remain what the Marquess 
of Salisbur); called them, the ^Svastelands of civilization^^; 
the people who dwell m them, frequently in small numbers, 
should^'not, it has been contended, be permitted to prevent 
their utilization, a utilization which is necessary if the world 
in general is to attain the greatest possible efficiency and 
supply of goods and the highest possible standard of living 

Thus a recent writer, in describing a scheme for the 
development directty b}^ the British Government of the 
resources of a number of hitherto largely undeveloped 
Crown colonies, explains that the scheme would be of great 
and varied benefit to the homeland, stimulating actmty in 
the industries producing development apparatus such as 
railway and electrical equipment, opening new markets for 

secCon of current world hisw}, giving \erv briefly the international status 
and problems of each area of the world, vtde Bowman, Isaiah, T il New 
U orld (ist edition, 1922, cf later edition), Yonkers-on-Huds'oii For 
current facts concerning official status of various countries and colonies, 
^fde ^late^man^s, Yearbook, current edition 
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British manufactures, providing new raw materials for im- 
portation, and creating new business for British bahkmg 
and shipping But, he goes on to say^ the benefits would 
not be entirely British, “ in the wake of the enterprise there 
would be a steady cheapening of production, which is what 
the world is crying out for today Such a British view 
is scarcely surprising, but it is slightly more striking to find 
the justification of the system, at least of foreign conces- 
sions, argued wuth considerable cogency, vigor, and elabo- 
rateness by a prominent leader in American business, who 
says The countries which encourage their citizens to seek 
investments and trade abroad and back them up most 
effectively, will naturally lead in the development of back- 
ward countries . . , There is a moral obligation upon the 
inhabitants of every country to become a part of the inter- 
national community, to fit themselves for membership in it 
and to make such contribution as they can to its welfare 
The right to occupj/ a portion of the earth’s surface is not 
absolute . . Another expression of this view indicates 

* its place in at least a portion of public opinion, even in gen- 
erally non-imperialistic America; after dealing with the 
natural forces which tend to create a pressure toward such 
expansion, it continues* ^^The exploitation of a weaker 
people by a stronger is repugnant to the modern sense of 
justice . , . But, on the other hand, there stands the 
challenging fact that these subject peoples, if left to them- 
selves, would occupy vast areas of land without anything 
approaching an adequate contribution to the purposes of 

Chappell, E C , Great Britain to Develop Her Tropical Colonies^ 
in The AnnahU^ July 3? 1922 

Roberts, Geo E , Property Rights anP. Trade Rivalr'^Pt^ As Factors 
%n International Relations with Special Reference to Investments and Con^ 
cessio-^/’^^u Address before the National Conference on the Foreign Rela- 
tions of the United States under the auspices of the Academy of Political 
Science m the City of New York, June 1917 
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civilization. It is well to think of the rights of inferior 
peo^es, menaced by superior peoples in the universal 
process of the mterj^ification of production and a utilization 
of the earth’s resources approaching the maximum But 
what about the moral culpability of inferior peoples who fail 
to contribute an adequate share of the resources of the lands 
which they inhabit^ ” 

This, then, is the final problem of imperialism The solu- 
tion might be said to he m a distinction between selfish ex- 
ploitation and unselfish development and assistance, but 
the practicability of such a solution is another matter The 
creators of the League of Nations in partitioning the former 
German colonies sought to preserve this distinction when 
they declared the mandates to be sacred trusts of civiliza- 
tion,” but the success of the trust may be open to question. 
The most practical plan doubtless consists of a careful pres- 
ervation and extension of a policy long supported by the 
United States and given significant reaffirmation at the 
Washington Arms Conference, namely the policy of the Open 
Door Such a policy involves a minimum of interference ^ 
by one nation m another’s internal affairs It does not at- 
tack the existence of the system of colonial possession^ and 
other extraterritorial economic activities But it attempts 
to make the s^^stem fair, it is a policy, not of equality of 
possession, but of equality of opportunity, preserving the 
necessary and natural individualism of nations as of persons 
while attempting to insure justice But itUs no quick 
panacea and even with its full enforcement it could not be 
expected that certain nations by reason of their extraterri- 
torial activities would not obtain relative economic ad- 
vantage In any event no intelligent understanding of world 

The Problem of the Tropics,” in Chnsttan Science Momtory May 

15, 1922. 
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economy is complete without a consideration of the presence 
of this phenomenon of economic imperialism which in ^one 
form or another exists by reason of the very nature of the 
economic order of the world Indeed this order, the funda- 
mentals of which are to be analyzed in the immediatyy 
succeeding part of this study, is perhaps nowhere more 
visibly demonstrated in its political and economic results, 
than in such imperialism. 




PART TWO 


The Structure of National and World Economy: 
Its Industrial Basis 

CHAPTER VI 

NATIONAL ECONOMIES AND WORLD 
ECONOMY 

THEIR NATIONAL AND INTERNATIONAL 
STRUCTURE 

T he economic position of a nation among other 
nations, and the general economic interrelation of 
all nations, are most familiarly measured in terms 
of international trade, and m a sense such intern^ional 
"" trade is the common denominator, or rather the combined 
result, of all other international economic activity, since 
shipping and even financial processes are primarily its 
auxiliaries and since even such a thing as payment of interest 
on foreign investments in the last analysis frequently takes 
the form of shipments However, exports are first of all 
determined by industries, and imports, though hinging upon 
consumption," are not only directly determined by industries 
in some other country but also indirectly conditioned by ex- 
ports and therefore by production in the importing country; 
simply stated, to sell there must be production, a^d to buy 
there must be selling and, again, production 

Consequently, m the modern attempt to account for in- 
ternational trade and the policies w'hich evolve from it, it is 

IQI 
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of first importance to analyze the interrelations of the in- 
dustries of nations A superficial though perfectly valid 
way of doing this ^ould be to point out that innumerable in- 
dustries Within the various countries of the world are directly 
dependent upon imports of raw materials and even of food- 
stuffs to sustain the working population, and upon exports 
of their suiplus beyond the amounts of output needed for do- 
mestic consumption There is no doubt that a list of the chief 
industries of the leading countries vnth a statistical indica- 
tion of the degree of such dependence upon imports and ex- 
ports, and therefore directly or indirectly upon foreign trade, 
would impressively demonstrate the truth of this well recog- 
nized principle. But the case is fundamentally more com- 
plicated and the industries of the world are so intimately 
bound up With other factors, both domestic and foreign, that 
an analysis of the industrial interrelations of nations as a 
basis foi analysis of world commerce and other processes and 
policies in world economy is not complete without taking 
these"^ other factors into account. The most basic way of 
making such a study is to analyze the industries in their gen-" 
eral setting, that is, as a part of national economic systems. 
National industrial structures may be looked upon as the 
framework of national economies, and the latter may be ex- 
amiined m their basic make-up and m their relation to those 
of other countries It is in such a comprehensive examina- 
tion of the relations of one national economy to others that 
there may be obtained a view of the fundamental character- 
istics of the international aspects of industry, and, conse- 
quently, of world economy, of which industry is the basis 
and trade, and also shipping and finance, are the connecting 
processes. 
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INDUSTRIAL STRUCTURES 

Approaching the matter m this way, it may first be recalled 
briefly, for fuller analysis later, that the industrial structure 
of a country is determined by many primary factors, such 
as natural resources and other geographic conditions and 
the existing character and quantity of the so-called economic 
factors in production, land, labor, capital, and enterprise — 
these geographic and pure economic ’’ factors in many 
senses overlapping, as in the case of resources and land, and 
population and labor/ On the basis of the operations of 
these factors, industries and systems of industry in physical 
fact divide themselves into various types 

(1) An initial distinction is that between (a) primary 

and (b) secondary industries, the former, such as agricul- 
ture, mining, and forestry, producing raw materials and 
foodstuffs, the latter producing fabricated articles, whether 
by (1) simple manufacture such as refining, tanning, or can- 
ning, or by (11) complex manufacture as in the production 
of textiles and steel products ^ 

(2) Industries may be (a) intensive or (b) extensive, 
accqrdmg to whether little or much land is used m propor- 
tion to labor, capital, and enterprise Manufacture is gen- 
erally more intensive than agriculture and the extractive in- 
dustries, but there are varying degrees of intensiveness or 
extensiveness in the latter, for example the raising of sugar 
cane is ordinarily extensive when compared with the pro- 
duction of sugar beets 

^ The question may be raised whether the controversies of economic 
thought concerning the number and functions of the “ factors in produc- 
tion ’’ might not be clarified by a more frequent reference to and realiza- 
tion of their physical character Ultimately all factors are etther (i) en- 
vironmental or (2) human, and e\en this division is arbitrary, since man 
IS a p<!^of the environment, although by adapting himself to that part of 
nature extraneous to himself he appropriates and utilizes it, and, in a meas- 
ure, controls it, in the broadest sense it is this process which is industry. 
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( 3 ) There is the difference between (a) a one-product 
system or a system in which one or a few products greatly 
predominate, such as that of sugar cane production in Cuba 
or coffee production m Brazil, and (b) a diversified system, 
such as that of the leading manufacturing countries If a 
country has a great natural variety of resources it may 
possess a considerable degree of diversification whether it 
has developed much manufacturing or not, but oidinarily 
prevalence of primary production tends toward the single- 
product or few-product system, whereas the development of 
secondary industry tends to bring diversification. 

( 4 ) There is the further difference between the material 
industries and those which might be termed industries of the 
economic superstructure, that is, between (a) industries pro- 
ducing goods and (b) industries producing services Many, 
though not all, of these sei vices are auxiliary to material in- 
dustry and trade . primarily, it might be claimed, transporta- 
tion and finance have been developed to facilitate trade or 
the material industries producing goods for trade It is true 
that primary industry requires such services, but the service 
industries tend to reach their largest and most complicated 
development in countries where the secondary industries 
have been most highly developed, probably for the reason 
that in such countries there is commonly the greatest ac- 
cumulation of business capital, which has been necessary 
for the development of both secondary and service indus- 
tries These service industries might be termed the tertiary 
ones 

Finally, by taking these various industrial categories into 
account there may be made a broad distinction between 
countries of ( i ) industrialized national economy and of ( 2 ) 
frontier national economy In using these phrases, theh.erm 
industry is employed in its narrower sense as denoting manu- 
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facturing industries (and this distinction in the twofold 
usage of the term industry should be constantly boilne in 
mind); and by frontier country is not ^necessarily meant a 
geographically new country, although many of them are thus 
new, but rather a country at or beyond the present frontier 
of greater economic development A more accurate phrase- 
ology might be (i) countries of simple economy and (2) 
countries of complex economy, but the former terms may be 
used because of their nearer approach to familiar termi- 
nology Nations, therefore, m their industrial structures 
may be broadly classified according to this category, the in- 
dustrialized ones being usually marked by a predominance, 
though of course not exclusive presence, of secondary pro- 
duction, of intensive production in manufacture and largely 
also in agriculture, of industrial diversification, and also by 
the possession of a considerable economic superstructure 
containing a high development of service industries It is 
true that not all countries can be so grouped, that in any 
case there are exceptions to the prevailing characteristics, 
^ and certainly that no country has become one hundred per 
cent industrialized, to the complete exclusion, for example, 
of all primary industry It is also true that industrialization 
is setting in to some extent in many hitherto frontier coun- 
tries, partly as a result of extensions of capital and enter- 
prise from the truly industrialized countries. 

Nevertheless, this broad distinction is the most signal one 
in the world’s industry, and it will be of value to illustrate 
it by reference to several specific cases The United King- 
dom is doubtless the leading example of a country with a 
complex national economy, not necessarily in the s,ense that 
such a thing as its total output of manufactures is the largest 
in thc'^world, although it is one of the largest, but in the 
proportionate sense that its industrialization is the most 
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concentrated and is most characteristic of its entire system 
Indeed, with some exceptions northwestern Europe is so 
generally developed along these lines that it is sometimes 
referred to as the world^s workshop On the other hand, 
South America is a region of prevalence of the other type 
of industrial structure Consequently, the economic fabric 
of the United Kingdom as an example of a highly important 
industrialized country, that is, of complex national economy, 
and of Brazil as an example of an economically frontier 
country, that is, of simple economy^ of special importance in 
one branch of world trade, may be described in somewhat 
general terms for illustrative purposes Following that, in a 
subsequent chapter, the national economy of the United 
States may be examined in some detail, for this country ap- 
pears to have been undergoing a gradual transition and an 
analysis of this transition will more fully reveal the funda- 
mental contrasts in types of national economy and the 
fundamental wmys in which they contribute to international 
economy 

THE NATIONAL ECONOMY OF GREAT BRITAIN 

The British Isles, ^ with limited area and resources, have an 
unusual national economy, based upon an industrialization 


“ Compare Marshall, Alfred, Industry and Trade, A Study of In- 
dustrial Technique and Bustness OrgantzaHon and of their Influences on 
the Conditions of Various Classes and Nations^ London, 1919, while in no 
sense developing- the concept of organic economic entity, uhat work makes 
interesting contrasts of industrial characteristics, as, for example, in Book 
I, Chapters II (Some General Relations beU^een Industry and Trade) 
[treated on a national and international scale], III (Foundations of Eng- 
land’s Industrial Leadership Her Drift toward Mass Production), IV 
(Britain’s Industrial Leadership Its Long Freedom from Change), V 
(Britain’s Industrial LeaSership under Strong Challenge), VI (The In- 
dustrial Leadership of France Individuality and Refinement lac^Rroduc- 
tion), VII (The Industrial Leadership of Germany Science m the Service 
of Industry*) , VIII (The Industrial Leadership of the United States Multi- 
form Standardization). ^ Including Northern Ireland. 
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unsurpassed in mtensiveness and a foreign trade ordinarily 
unequaled in magnitude ^ Coal and iron are the only» major 
raw material possessions Production m the world^s most im- 
portant manufacturing industries, such as iron and steel, is 
not unrivalled, with the possible exception of textiles it is 
mostly exceeded by that of certain other countries and at 
least by that of the United States Britain’s first place in 
world trade is due primarily to her ability to export so much 
of the goods which she produces largely by means of her 
imports of foodstuffs and raw materials, this process beViig 
supported by the world’s most extensive empire and by such 
auxiliaries as a widespread system of foreign investments 
and international banking and a merchant marine greater 
in tonnage and traffic than that of any other nation. 

The entire British Empire is vast m land area, covering 
more than a seventh of the world total and more than twice 
as much territory as the United States, but the United King- 
dom alone is relatively small — the area of the United States 
IS about thirty times as great. The United Kingdom’s popu- 
lation is neither extremely small nor extremely large; it is 
somewhat less than half of that of the United States, but it 
IS large m proportion to area The physical geography of 
the islands is favorable with respect to trade and manufac- 
turing rather than raw material production, it is commer- 
cially strategic 

Fundamental British economic advantages may be 
broadly summarized as follows 

^ Cf (Biitish) Boaid of Trade, Foreign Trade and Com 7 nercej and 
StaUsttcal Abstract, also sections on United Kingdom in Whitbeck, R H , 
and Finch, V C , Econojnic Geografhv^ N Y , 1924, U S Department of 
Commerce, Commerce Year Book ^ U S Department of Agriculture, Geog- 
raphy of the WorlTs, AgricuLture, and the A^griculticre Year Book, U S 
Geological Sur\ey, World Atlas of Commercial Geology, Roush, G A, 
The Mineral Industiy, N Y, annually, Statesmerd^ \ eaihook , Chisholm, 
G G, Handbook of Commercial Geography , Bartholomew, Oxford Eco- 
nomic Atlas 
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(1) Geographic: (a) good climate, cold enough to be in- 
vigorating, but not cold enough to impede industrial progress, 
and particularly favorable in specific ways, as in the case of 
a long working day and of the humidity facilitating textile 
working, (b) abundance of coal and originally relatively 
large supplies of iron (though iron ore must now be im- 
ported) , (c) coincidence of these deposits and manufactur- 
ing centers; (d) proximity of industries to coasts on all sides, 
favoring outward shipments of coal and manufactures and 
inward shipments of imported raw materials, (e) an irregu- 
lar coastline with a consequent multiplicity of good ports; 
(f) an accessible insular location, facilitating shipping con- 
nections with regions of concentrated population and inten- 
sive economic activity such as western and Baltic Europe, 
with the Mediterranean — the historic “cradle of com- 
merce,” and in general with America, Africa, and the East. 

(2) Political and social, (a) an extensive empire, help- 
ing to furnish supplies of foods and raw material and a 
markeffor finished products; (b) comparative labor effi- 
ciency (though labor problems have recently been acute); 

(c) origination and high development of many mechanical 
inventions, (d) concentration of population aiding indus- 
trial organization and functional division of labor; (e) ex- 
tensive use of the English language throughout the world, 
assisting in export marketing 

(3) Economic (a) economic maturity, with an accumu- 
lation of capital for investment at home and abroad, (b) 
a well-developed system of internal transportation; (c) a 
large merchant fleet, with relatively low operating costs; 

(d) an extensive system of international banking, (e) long- 

time establishment of ‘import and export branches abroad 
and of various foreign commercial connections •* 

To an unusual extent these factors are interrelated. 
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Thus, the large exports of coal supply outward cargo and 
balance an otherwise unfavorable load-factor in shipping, 
foreign industrial investments, as in railways, mines, and 
plantations abroad, help to secure export markets for manu- 
factures and m some instances imports directly; interest on 
foreign investments and returns on shipping, insurance, and 
banking services pay for a surplus of imfiorted goods and 
transform an ^‘^unfavorable’’ merchandise trade balance 
into a normally adjusted total balance of payments. In 
short, industry, trade, shipping, and finance mutually assist 
in economic success. Great Britain, however, is not with- 
out fundamental economic disadvantages Her domestic 
agricultural possibilities are limited, her resources of major 
minerals, except for large amounts of coal and some amounts 
of iron, are negligible, water power resources, increasingly 
developed elsewhere for factory and transportation energy 
and especially for electro-chemical and electro-metallurgical 
industries, are comparatively not great in the islands; and 
her entire economic process is more vitally dependeht upon 
an uninterrupted flow of imports and exports than that of 
any other commercial power Great Britain’s position is the 
aniLithesis of one of “ economic isolation ” and is the out- 
standing example of modern territorial division of labor and 
of the consequent necessity for world trade, and this peculiar 
national economy has naturally molded her tariff, financial, 
shipping, and other national and imperial economic policies. 

Most ofdhe factors in this position are of long standing, 
but striking changes have occurred m modern times Prior 
to 1800 Britain "was primarily an agricultural country and ex- 
ported foodstuffs, the subsequent industrialization wrought 
such changes that no other nation is so dependent upon im- 
ported food The cool, moist summer is comparatively un- 
favorable for the ripening of gram, British imports of cereals 
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in general and wheat in particular are the largest in the 
worlds Such weather, however, favors grass, and the con- 
siderable acreage in hay and pasture helps to explain the im- 
portance of the livestock industries and the rather striking 
fact that Britain, agriculturally not self-sufficient and the 
world’s largest importer of meats, produced approximately 
sixty per cent of her pre-war meat requirements at home; 
however, large quantities of feedstuffs, such as grains and oil 
se^d cake, are obtained from abroad Despite the fact that 
sheep generally thrive best in dry regions Britain’s histone 
leadership in sheep-raising accounts for a centunes-old do- 
mestic production of mutton and wool, which is still not 
small; the fleeces are mostly medium and coarse and supply 
about one-fourth of the demand of the large woolen and 
worsted industry in the islands, the finer wools being largely 
imported Excellent strains of cattle and sheep have been 
developed and breeding-stock is supplied to other countries 
Ireland and parts of England are famous for their pork and 
dairy products, but these are outweighed by imports, notably 
from Denmark. Utilization of so considerable a proportion 
of the limited British agricultural resources for the meat in- 
dustry, rather than for the generally more economical direct 
production of food crops, may be attributed to historical 
rather than geographical factors. Highly perishable foods, 
such as market garden and orchard products, are grown at 
home, but fruits are also purchased from distant points and 
the heavy importation of frozen and chilled meat from Aus- 
tralasia and Argentina is one of the outstanding features of 
world trade 

The one commodity in the export trade which largely 
offsets such imports from a traffic viewpoint is coal This 
is also the one outstanding British mineral product, com- 
prising about 93 % of the total value of mineral output in 
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1920, as against 3% for iron ore and 4% for all other min- 
erals The reserves of coal are less than those of the United 
States, but it is estimated that they are sufficient to last 700 
or 800 years at the present mining rate, the annual output 
is usually less than half that of the United States, but greater 
than m any other country, the exports are normally the 
largest in the world There are more tha^ 20 fields, 5 of 
which account for the larger part of the production, their 
location is highly favorable, many of them coinciding with 
the important industrial centers which they serve, and alhSf 
them, unlike the fields of the United States, being relatively 
near to ports — one chief pit-mouth loads ocean vessels 
directly There is a variety of t5^es, and the high quality 
of many of them places them in world demand for industry 
and transportation, as illustrated by the nearly smokeless 
coals used so widely for steamship fuel. Coal labor is rela- 
tively efficient; output per man per period is much less than 
in the United States, but this is probably due af least partly 
to greater depths of veins and comparatively smaller use of 
labor-saving equipment. In recent times the industry, in 
Britain as to some extent elsewhere, has experienced labor 
difficulties, workers having demanded higher wages and 
shorter hours, as well as a greater share in the control of the 
business , settlements have involved increasing Government 
regulation, but have not yet resulted in Government owner- 
ship Such tendencies have appeared m other enterprises in 
recent years, to an extent sufficient to constitute a serious 
problem in British industry and transportation 

The huge coal exports facilitated by proximity of mine 
to port, by low cost of ocean transportation, and by demand 
for British coal types, as well as by uniformity maintained 
by unusually careful screening and grading, go to western 
European countries, and, to a lesser extent, to South America 
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and other regions In late war and early post-war years re- 
duced output caused this trade to decline^ and the United 
States’ coal exports^ tended to supersede it, but with the 
reversion of American supplies more to domestic use and 
the recovery of British production the British trade was 
largely reestablished, although with somewhat more United 
States competition m South America, and with greater use 
of local supplies m outlying regions such as India, Austral- 
asia, and British South Africa. In addition to export sales 
for foreign industries and railways, large quantities of British 
coal are bunkered at home ports and at British coaling sta- 
tions of which there is so considerable a world network 
Aside from supplying power for the high industrialization at 
home, the large British coal trade has been extremely valu- 
able, not only in helping to pay for imports, but especially in 
furnishing outward cargo for British shipping, this is a 
double advantage, for it balances the ocean traffic load-factor 
and is consequently basic in British shipping success, and 
also resets favorably on the trade itself by making possible 
practically “ ballast rates ” on export coal 

WTiile coal is, so far as domestic materials are concerned, 
the corner-stone of British national economy, it shares^ its 
honors with two other commodity groups the production of 
which takes a basic place in the economic structure of so 
many modern commercial powers — iron and steel and tex- 
tiles. Great Britain is one of the leading producers and 
exporters of iron and steel, despite the fact that it ranks only 
sixth in iron ore reserves and below the United States and 
normally below Germany in production of iron and steel 
However, in production it normally rivals France and 
Belgium, and its exports, formerly second to those of Ger- 
many, for a time after the war were largest in the world The 
industry is an old one, in previous times having depended 
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on charcoal from the native forests for smelting, many of the 
products, such as the Sheffield cutlery, have come to enjoy 
a wide reputation in world markets. There are domestic ore 
deposits sufficient for about 40% of the present needs of the 
industry, and particular advantages m the development have 
included the abundance of limestone for use as a flux in 
smelting, the nearness of coal deposits and the proximity of 
production to export ports However, for a number of dec- 
ades the proportionate production of iron ore has slowly 
decreased, with increasing dependence upon ore imports, 
especially from Spam and Sweden 

The high development of the steel industry has m turn 
assisted in vessel construction. Great Britain’s insular char- 
acter and her extensive ocean trade early led to a demand 
for ships, which increased with the building of an empire. 
For a long period many wooden ships were built, although 
at times Britain was rivalled in this respect by other nations, 
and, for a while, by the American colonies and later by the 
United States However, the earlier extensive British use 
» of iron proved of advantage in the modern period and the 
British shipbuilding industry developed to unequalled pro- 
portions During the World War the extraordinary^ Ameri- 
can construction program was apparently of temporary 
significance, and after the War Great Britain again began 
annually to launch more than one-half of the world’s mer- 
chant vessels 

Great Britain’s domestic mineral resources do not extend 
much beyond coal and iron The once-famous tin mines of 
Cornwall have been worked at least since the Twelfth Cen- 
tury, and for hundreds of years were the world’s principal 
source of this metal, but the output is now relatively small 
and Britain must import from Malay and elsewhere Cop- 
per, lead, zinc, limestone, building stones, clay, and salt are 
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mined in comparatively unimportant amounts. The only 
extensive distillation of shale oil in the world is in Scotland, 
but this does not materially lessen British dependence upon 
imports for large quantities of petroleum Indeed, the op- 
erations of British industrial interests, directly or indirectly, 
in developing petroleum and other mineral resources in such 
places as Persia"; the Dutch East Indies, and certain coun- 
tries of Latm-America, are among the leading examples of 
modern industrial activity in relatively undeveloped regions 
d^ried on by the capital and enterprise of the more de- 
veloped nations 

In a sense. Great Britain’s textile industry resembles her 
iron and steel industry, even beyond the fact that it ranks 
with the latter in domestic and export importance. Indeed, 
it is more or less typical of all British manufacturing, in that 
it enjoys many of the natural British industrial advantages 
and in that it benefited by the initial introduction of me- 
chanical inventions and of the factory system, with the 
earher^occurrence of the Industrial Revolution in England 
than elsewhere It is the oldest major British industry, and 
began with wool, the most characteristic product of the 
British soil for a thousand years,” and with linen, but w^hen 
the advent of the gin made cotton cheaper it became adapted 
to the change In its cotton textile phase it centers in West- 
ern England, where the imports of American raw cotton are 
most conveniently landed, and where the damp atmosphere 
prevents the fuzzing of fine threads in the wprkmg — al- 
though in recent years artificial humidifiers have oTviated 
this climatic restriction of the cotton textile process Spin- 
ning and various kinds of weaving, as well as dyeing and 
printing, are carried on, but there is a tendency to produce 
the finer grades of cotton textiles, leaving the production of 
coarser types to countries whose supply of the raw material 
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is made cheaper by shorter hauls All of the cotton^ and ovei 
half of the wool, must be imported, the former chiefly Jroni 
the United States, the latter largely from Australia, New 
Zealand, Argentina, and, increasingly, from British South 
Africa Belfast, in Northern Ireland, is the linen center, but 
much of the flax for this industry is imported, notably from 
Russia (normally) and Belgium Approxinlately a third of 
the value of British exports is represented by textiles, the 
British exports of such commodities are the largest in the 
world, and go to many places, including the important cot- 
ton-piece goods markets of British colonies and of China and 
other regions of the Far East, although the trade meets com- 
petition from that of other textile manufacturing countries 

Thus coal, iron and steel, and textiles represent the 
largest British industries and account for a surprisingly large 
percentage of British exports Yet no picture of the situa- 
tion IS complete without mention of the great variety of other 
fabricated articles, such as leather and rubber goods, chemi- 
cals, pottery, glass, food products, clothing, machinery, 
and vehicles, none of which can be considered of minor 
importance 

This whole basic industrial system of Great Britain has 
been supplemented to an unusual extent by a complex eco- 
nomic superstructure which has rendered it ordinarily both 
successful and stable This is well illustrated in finance 
The fabric of a central banking system centers around 
the Baijk oh England, with normally beneficial results for 
government finance and commercial credit, the currency sys- 
tem is on a gold basis, even though the World W'ar caused 
temporary abandonment of gold redemption On the basis 
of this domestic financial structure a^widespread system of 
foreign banking, with branches throughout the world, has 
been built up, and this, added to the large trans-shipment 
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trade focusing in London, has made London the greatest 
center of international commercial banking, so that large 
volumes of transactions even between other countries have 
been based on London exchange. With the establishment 
(1913) and development of the Federal Reserve System in 
the United States, supplemented by the Edge Law for pro- 
moting foreign banking, and with the post-war position of the 
United States for a time as a nation with the largest gold 
supply, the only maintained gold redemption, the only stable 
•exchange, and the greatest amount of foreign credits, there 
was in post-war years an increased demand for dollar credits 
and a tendency for New York to displace London in world 
finance But this has been by no means complete, and the 
British foreign banking system has been fairly well main- 
tained. Nor has commercial credit been the only factor m 
this British importance in international finance. For many 
years before the World War, Britain^s relatively complete 
economic development led to a surplus of capital which 
helped to make her the greatest creditor nation, by means 
of loans to foreign governments, some of them involving" 
advantageous industrial concessions, and by means of the 
financing of purely private undertakings abroad, such as 
mines and railways in Latin America and the Far East, so 
that Britain had the largest foreign investments of any na- 
tion During the War these investments declined greatly, 
many of them being withdrawn to finance the War, but it 
is to be observed that a considerable proportion (approxi- 
mately one-half) of the now huge investments of the United 
States are in governmental war-loans lather than economic 
enterprises, and that British investments in the less devel- 
oped parts of the world are still important and are again 
increasing 

The service of Great Britain’s unique attainments in 
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world finance to her position in world trade, by facilitating 
commercial transactions and by helping to create markets 
for manufactures, is no more obvious than the trade ad- 
v^antage furnished by her mercantile marine, which, because 
of British dependence upon overseas commerce, is essential 
This is the largest merchant fleet in the world, is composed 
largely of home-built ships, is bunkered largely with British 
:oal at the many British fueling stations, is operated rela- 
tively cheaply, and has an extensive traffic, not only in and 
out of home-island ports, but also with the many ports of the 
empire, and part of the traffic is entirely between foreign 
oorts 

All of these facilities support Britain’s foreign trade, 
which, is the largest of any nation. As indicated by the m- 
iustrial system, approximately f of the commodities sold 
ibroad, by value, are manufactured goods, not including re- 
exports, and nearly ^ of the exports consist of three groups: 
:otton goods, ranking first; iron and steel, ranking second, 
although if machinery and vehicles are included this group 
ranks even before cotton textiles; woolen goods, ranking 
third The export of coal is large in value, and of first im- 
portance in weight Other exports include an almost un- 
limited variety of manufactured articles corresponding to 
[he diversity of the British manufacturing industries. The 
import trade is also indicated by the type of industrial de- 
velopment, foodstuffs and raw materials for manufacturing 
each making up about 30 to 40% of the total Raw cotton 
is normally the largest import, and other highly important 
purchases abroad include wheat and flour, meats, dairy prod- 
ucts, wool, sugar, lumber, and rubber 

Favorable location and the extensive empire and mer- 
chant marine have helped to make London the world’s great- 
est entrepot, reexports constituting about ^ of total British 
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exports These commodities originate largely, although not 
exclusively, in the Far East and Africa, especially m the 
British Colonies, and include wool from Australia and South 
Africa, rubber grown in British Malaya and the Dutch East 
Indies and shipped from Singapore, tin mined in Malaya, 
Egyptian long-staple cotton, tea from India and Ceylon, and 
vegetable oils tut of Asia and Africa The traditional grip 
of colonial power home-lands on the trans-shipment trade m 
colonial products tended to decline during the World War, 
^ when the scarcity of tonnage diverted shipments more di- 
rectly to countries of ultimate consumption, such as the 
United States, but subsequently London, like the trade cen- 
ters of Holland, has regained much of this commerce that had 
been lost 

The entire trade of Great Britain is widely distributed, 
but approximately one-half of it recently has been earned 
on with six countries — the United States, British India, 
Argentina’; Australia, Canada, and France, by far the largest 
Imports have been from the United States, these exceeding 
the combined imports from all British colonies, while the^ 
largest exports have gone to British India Denmark, the 
Netherlands, and Belgium also have been important sdurces 
of supply, and before the World War trade with Germany 
was very large Naturally enough, the chief sources of 
British purchases are producers of raw materials and food- 
stuffs, three of them — Australia, British India, and Canada 
— being parts of the empire, but it is a somewhat significant 
fact that the trade with all the colonies and dominions makes 
up only about i of the total trade 

That Great Britain’s foreign commerce involves a large 
excess of imports of goods is to be expected, but that this is 
ordinarily well adjusted is of final significance. The value 
of merchandise purchases greatly exceeds that of merchan- 
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dise sales, but this excess is offset by invisible exports, bring- 
ing back interest and profits on foreign investments, 
and payments for services such as those of British banks 
and ships, so that there has normally t&ded to be a credit 
margin in the total balance of payments, making possible 
further foreign investments The “ unfavorable balance of 
trade,’’ therefore, does not point to a basically unfavorable 
economic position, but indicates rather a nation that lives 
by trade and by realization of a remarkably high degree of 
regional specialization in production, and the part paymerft 
for imports of goods with the proceeds of other enterprises 
is a striking evidence of Great Britain’s remarkable co^ 
ordination of all industrial and commercial activities, in 
both domestic national economy and international economic 
affairs. 


THE NATIONAL ECONOMY OF BRAZIL 

The national economy of Brazil is a typical frontier one, 
characterized by a predominance of primary production 
and particularly of one primary industry, namely coffee 
growing The total area is large^ being more than 3^ million 
square miles The population is approximately 31 million, 
of which less than ^ is located in Rio de Janeiro, Sao Paulo, 
Bahia, Pernambuco, and other urban centers The total 
mineral resources are reported to be very great, but these 
are largely undeveloped, the principal known deposits being 
iron and manganese The textile industry possesses some- 
what more than 60,000 looms and over ih million spindles, 
but manufacturing is in general comparatively little de- 
veloped Considerable quantities of beans and potatoes are 
produced, largely for domestic consumption, but‘ the crops 
of wheat, rye, and barley are small and insufficient for the 
home market. Agricultural products of some importance 
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include sugar^ cotton^, tobacco, cacao, corn, and rice How- 
ever, the one leading cash and export crop is coffee ^ 

Coffee, apparently originating m Abyssinia and later 
grown m Arabia, is now consumed very widely throughout 
Europe, the United States, and other parts of the world, is 
produced in many tropical regions, and is an important item 
m international trade, the considerable inflexibility of the 
demand for which tends to remove it from the category of 
pure luxuries and to place it in the foodstuff group of com- 
r^iercial classifications The plant requires heat, moisture, 
and shade, and other conditions which account for the 
localization of its production to such a large extent in Sao 
Paulo, Rio de Janeiro, and other states of Brazil Machines 
are used m hulling, but the picking of the berries is largely 
a hand process. Aside from suitable climate and soil, and 
sufficient inexpensive labor, Brazil enjoys special advan- 
tages in its production at comparatively low cost, these in- 
cluding simultaneous ripening of the berries which reduces 
picking labor, and well-developed transportation facilities 
for carrying the product to Santos, Rio, and other ports; ^ 
but the average grade of the crop is not so high as m certain 
other countries 

The Brazilian coffee crop is much the largest in the 
world, and although it was over 2^ billion pounds m 1915 
and less than i billion in 1918 its average size normally has 
been in the neighborhood of billion pounds Venezuela 
and Colombia also find coffee their chief export, and these 
countries as well as Guatemala, Salvador, Haiti, and the 
Dutch East Indies have crops which as a rule have varied 
from 70 to 1 50 million pounds, while Mexico, Porto Rico, 
British India, Costa. Rica, Nicaraugua, Arabia (exports 
through Port of Aden), Ecuador, the Dominican Republic, 

U. S. Department of Commerce, Commerce Yearbook^ 
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Hawaii, and Dutch Guiana, are also producers But none 
of these crops has approached in size that of Brazil, 
which normally contributes approximat^ely | of the world 
total So important is this one product to Brazil and so 
great is the economic disadvantage suffered when its price 
declines, that there has been evolved a somewhat elaborate 
system of government intervention in tlie market with 
a view to price stabilization, a process known as coffee 
valorization ® 

While coffee is BraziFs predominant export^ there are 
also fairly important outward shipments of other raw 
products, such as hides and skins, sugar, cotton, cacao beans, 
oilseeds, rubber, beef, tobacco, and herva mate, all of which 
are equally typical of the character of the country’s pro- 
duction. But coffee normally constitutes 50 to 60% or 
more of the total value of exports I\Iuch the largest pro- 
portion of this, as of exports in general, goes to the United 
States, and countries of western Europe such as the United 
Kingdom, France, and Germany comprise the second most 
important market The chief imports, in turn, are iron and 
steel products, refined petroleum products, coal, cotton 
textiles, machinery, and electrical apparatus, and other com- 
modities which, with the exception of coal and wheat, are 
largely typical purchases of a country in w’hich fabricating 
processes are not highly developed The export coffee is 
hulled, but the business of roasting, blending, grinding, and 
packing js mcTstly carried on in the countries of importation, 
so that even this process of simple manufacture is not greatly 
developed in the country of production 

Thus Brazilian national economy is characterized by a 
predominance of distinctly primary production, and con- 
sequently by an export trade consisting largely of raw 

® Vide $ubsequent chapters on foreign control of raw materials. 
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products and an import trade comprising largely manu- 
facttired articles In these outstanding ways it stands m 
contrast to that of the United Kingdom and other industri- 
alizedj or complex-economy countries, and serves as an 
illustration of the interrelation of the different types of 
national economy wUich, through international trade, of 
necessity are ccfordmated m the world’s industrial structure 

TRENDS IN THE TYPES AND RELATIONS OF 
NATIONAL ECONOMIES 

The question arises as to whether such a differentiation of 
national economies is likely to continue indefinitely There 
are some indications that it vrill not, or that the differentia- 
tion will be less sharp National policies are frequently 
designed to lessen it To a certain extent ail protective 
tariffs^ insofar as they are applied to manufactured products 
in countries of frontier national economy and to raw prod- 
ucts in countries of industrialized national economy, are 
cases In point Thus far such tariff protection has not been 
general, for example industrialized countries have so- 
greatly needed foodstuffs and raw materials that they 
have placed upon such articles either no import duties or 
import duties which were comparatively few and small 
But there have been outstanding exceptions, and agricul- 
ture has by no means entirely lacked tariff protection in 
industrialized countries Other phases of foreign trade 
policy, such as the one-time German export bounties on 
beet sugar, have had similar effects In general, however, 
the economic policies of the leading countries of complex 
economy may be said to have recognized the predominant 
importance of the industrialization and to have been planned 
largely for its protection and encouragement, and this in- 
cludes both the negative policies of trade restriction and the 
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positive policies of export trade promotion. On the other 
hand, m the years immediately following the World War,^ 
there were evidences that these leading^ industrialized coun- 
tries were reacting toward a policy of economic self- 
sufficiency which would necessitate a greater emphasis 
upon primary industries Such evidences appeared in both 
foreign trade measures and internal iildustrial policy 
Germany, traditionally inclined to preserve agriculture 
along With manufacturing to a somewhat greater extent 
than other leading industrialized nations, and already pre- 
eminent m mtensiveness of agriculture, wms reported to be 
endeavoring to increase her previously very high yields per 
acie of staple crops and to take other steps for the preserva- 
tion of a well-balanced economy. A similar trend was ob- 
served in France ^ In Great Britain the tendency was less 
national and more imperial The Safeguarding of Indus- 
tries Act and other reversions tow^ard protection in the 
United Kingdom did not stress primary production But 
in the investigations of the Dominions Royal Confnission 
of as early as 1916, in the post-war Imperial Conferences, 
and in the renewed effoits to promote production of 
essential raw materials throughout the empire or under 
imperial ^gis (illustrated in the cotton growing campaign 
in Eg3;'pt and the Anglo-Egyptian Sudan), as well as in 
numerous preferences and other forms of trade control in 
British regions, were evidences, not of an attempt to make 
the United "Kingdom economically self-sufficient but rather 


“Devoting her ov^n industrial activity to her own needs and sub- 
ordinating almost ever} thing industrial to an intensive development of agri- 
culture so that she may become a self-contained nation — nearly inde- 
pendent of the outside world as it is possible for an} important count!}" to 
be — is a new policy in France which will become more apparent as time 
goes on” — “A New Orientation of the National Economic Policy of 
France,” in The Eco 7 tomtc Worlds September 9, 1922 



214 INTERNATIONAL ECONON^IC RELATIONS 

so to round out the economy of the empire as a unit as to 
make that unit more self-contained 

On the other hand, without regard to political boundaries 
and government measures there appeared a natural post-war 
tendency toward the growth of industrialization in regions 
w'here it had been little developed This was partly a cause 
of the increased seventy of international competition m 
manufactured products, although such competition was also 
partly due merely to the temporary decrease m world pur- 
criasing powder But the war, by temporarily removing 
the products of complex-economy countries from frontier 
markets in many instances had accelerated the pre-war 
tendency toward the diffusion of industry. Entirely aside 
from the large advance toward more complete predominance 
of manufacture in the United States, the increase of indus- 
trialization in Canada, Australia, and New Zealand, and 
ihe de\elopment of the manufacture of textiles, leather 
products afid other fabricated articles even in some in- 
stance^* including iron and steel products, together with 
other beginnings of real industrialization in such regions as 
the Far East and Latin America, have demonstrated a 
noticeable trend toward industrial diffusion. 

This development, how^ever^ appears to have fairly 
definite limits Broadly speaking, it has been simply a con- 
tmuation of the localization of manufacturing industries in 
regions where there is also a localization of primary indus- 
tries producing the respective raw materials, a movement 
made possible by the continued increase of transportation 
faciliiies and of diffusion of business capital, machinery, 
and industrial methods. It may lead to the growth of new 
industrialized nations ' and of somewhat more diversified 
national economies Such economies may tend to be super- 
ficialiy somewhat less distinctive in type But it is limited 
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by basiCj natural conditions, such as those of supply of 
the requisite quantity and specialized type of labor and 
especially of area, resources, and climal^e However widely 
industrialization may spread, — barring such a develop uient 
as the conversion of all material production to a laboratory 
basis, — it cannot completely overcome the natural eco- 
nomic differentiation of regions, and terriiorial specializa- 
tion in production will necessarily continue to differentiate 
national economies in such a way as to cause their Integra; 
tion not only by the natural process of international com- 
merce, but even more significantly by the extension of 
enterprise This is especially borne out by a closer examina- 
tion of developments in those countries whose structures 
have recently shown most striking progress toward the type 
of complex national economy 



CHAPTER VII 


THE NATIONAL ECONOMY OF THE 
UNITED STATES 

ITS ECONOMIC CONSTITUTION AND INTER- 
NATION.AL POSITION 

I NTERNATIONAL economic relations are too fre- 
quently viewed as isolated processes unrelated to in- 
dustrial structures, or at best as phenomena to be 
superficially explained by descriptions of products and 
markets or In terms of costs of production and purchasing 
power • A more comprehensive view is to be obtained by 
observing the extent to which the foreign trade of a nation 
and its other external economic relations, as well, inciden- 
tally, as many of its domestic economic conditions and 
problems are expressions of its organic economic constitu- 
tion It is therefore, worth while to analyze the national 
economm of a nation such as the United States, with par- 
ticular emphasis upon its industrial structure, to note the 
underlying trend in the evolution of this economy,^ and in 
the light of such an analysis to reexamine its economic 
position wuih respect to other nations 
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NATIONAL ECONOMY 

TYPES OF NATIONAL ECONOMY 

Such an analysis may be approached in the light of a fuiMa- 
mental contrast m types, namely, a contrast between the 
frontier or simple and the industrialized^ or complex na- 
tional economy, as briefly indicated and illustrated in the 
preceding chapter The complex type is illustrated in the 
case of Great Britain and economically s^imilar nations, 
the simple type m the case of countries such as Argentina and 
Brazil The United States has a total of manufacture not 
less than that of the United Kingdom, but from the viewpoint 
of relative importance of manufacturing industries and of 
other ratios in economic structure, it may be classified as a 
country which is m process of evolution from the frontier 
to the industrialized type. This fundamental change m the 
economic make-up of the United States is of large signifi- 
cance It may be traced in the structure of material m- 
dustry and in many other economic phenomena, such as 
those of population, these various aspects of tne economy 
may be considered here in order to discover the trend and 
to indicate the resulting change in the basic economic rela- 
tion of this country to other units m world economy. 

GEOGRAPHIC FACTORS 
Resources 

The effect of geographic conditions upon economic affairs, 
including the relative economic position of nations, is in 
part so obvious that the fundamental influence of environ- 
ment upon national economy, and the various direct and 
indirect aspects of that influence, have not been systemati- 

- In the following pages ‘‘industry^’ will be used in its comprehen- 
sive sense, as including the various U'pes of production, ^^industrialized” 
will be used to indicate a condition in which the manufacturing indus- 
tries predominate over the primary industries 
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cally emphasized in the past, although m recent years they 
hav« been given increased attention both by governments 
and by scholars " Location and coast-iine and natural har- 
bor facilities do much to condition a nation^s foreign trade 
and shipping; area, resources, topography, and climate are of 
primary and manifold importance in determining its m- 
cmtries vhich*^' territorial division of labor’’ or regional 
specialization in production, together with universality of 
ccnsiimptiond’ is the first reason for the existence of exter- 
Shl as well as internal commerce 3.Iost obvious is the 
determination of a nation’s industries, and consequently its 
exports and imports, by its stock of material resources ^ 
Further^ -^^hen a resource is limited m quantity, unevenly 
distributed, and of strategic industrial importance, there is 
frequently special effect upon international economic and 
political relations, as a result of governmental and capital- 
istic extensions sometimes spoken of as the international 
struggle fod resources '’ , this is illustrated in references to 
* Oil diplomacy and in the recent agitation in the United 
Slates over what has been alleged to be foreign monopo- 
listic control of raw materials” such as rubber, tin, and 
nitrates upon which American import trade and manu- 
facturing industry is dependent/ In the case of the United 



NA 1 \I 0 NAL ECONOMY 219 

States, it may be observed that its combination of physical 
characteristics primarily accounts for its industrial" and 
commercial structuie and that its evolution with respect to 
such characteristics explains the trend of its economy ^ Its 
large area, its remarkable abundance and variety of re- 
sources, together wuth such factors as climatic ones, neces- 
sarily have made ii, as a new country with i relatively small 
population density, an economically frontier nation But 
Its coal and iron, its growing population, and many others 
of these same factors also explain its industrialization^ its 
development of a complex economy. While at a fairly 
early period in its history it naturally concentrated its 
attention upon the internal development of its resources, as 
this development proceeds in the direction of relative com- 
pleteness, it once more thrusts economic attention outward, 
as in the case of the growth of manufacturing industries of 
the kind requiring foreign sources of raw materials and 
foreign markets for finished products, as is apparent in an 
analysis of its external trade "" 

Geographic Centers 

The geography of the industrialization of the United States 
may also be traced in the emergence of new “ industrialized ’’ 
areas, that is, areas where manufacturing industiies have 
assumed a large proportion in comparison with agriculture, 
forestry, and mining, as well as in the shift of certain mathe- 
matical centers ^ The first settlements and developments 

ihe W orld^s Mineral Resources^ A Senes of Siihiies by Special szs^ N Y , 
1920, Annals of the Ameiican Academ\ of Political and Social Science, 
Raw Materials and FooMtnfs in the Commei cmI Policies of' NaZiOns (bv 
Culbertson, W S , et al)^ Vol CXII, March 192.^ 

^ Center of Population and Median Li tj a I Center}> of Ai ea^ 
Agriculture^ Manufacture^^ and Cotton^ Census of the U S, 1920, 

TT O •O 4.1,^ 
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were, of course, in the east. The center of population has 
natumlly moved westward, with very slight fluctuations 
northwestward and southwestward, from a point about 23 
miles east of Baltimore m 1790 to a point in Owen County, 
Indiana m 1920, its westward trend, however, is almost 
equalled in significance by the fact that its movement from 
1910 to 1920 w%s smaller than in any previous decade, 
namely, less than 10 miles as against 14 to 80 miles in pre- 
vious decades The centers of agriculture are variously corn- 
puled, on the bases of number of farms, total area in farms, 
improved acreage, value of farm property, gross farm in- 
ccme^ and production of cereals and other leading farm 
products. Although these centers of course have not moved 
uniformly, as in the case of the population the trend has 
been largely westward, with a somewhat general tendency 
toward a retarding of the ^westerly advance in the last one 
or twm decades recorded to 1920 This recent retarding of 
the movement of centers of population and agriculture, as 
they approach the present center of area (in Kansas), is of 
little less significance than the westerly trend, since it would 
seem to indicate, not only that a geographically progressive 
internal development has taken place but also that this de- 
velopment IS notv tending lotvard a geographical equilibrium, 
that IS IS slowly approachmg a kind of economic satura- 
tion point This does not indicate that the general eco- 
nomic de\eIopnient wdll not continue territorially for an 
indefinite nme to come, but it is significant of the^ course 
w'hich that development wall be likely to take in the future 
The center of manufactures, computed on the basis of value 
of products IS necessarily farther to the east than the 
centers of population*^ and agriculture In 1850, the first 
year for which it has been calculated, it was at a point 
about seven and a half miles from Mifflmtown, in central 
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Pennsylvania, while in 1920 it stood at a point in Logan 
County, Ohio, its movement also having been largely west- 
ward This movement has been traced for so few decades, 
and its mileage advance has been so irregular in these 
decades, that a trend other than its westward one is not so 
apparent Thus in the period of rapid industrial progress 
from 1850 to i860 It moved 100 miles, a larger shift than 
any subsequently registered, but from 1890 to 1900 it ad- 
vanced only about 39 miles and m the total two decades 
from 1900 to 1920, only about 72 miles Like the other 
centers, therefore, it has tended to move more slowly in 
recent periods, that is, has tended also toward equilibrium. 
From the viewpoint of internal factors m the ^'localization 
of industry, such as proximity to raw materials, availability 
of labor supply, transportation systems, and proximity to 
markets, a considerable continuation of its shifting might 
be expected, but to the extent to which mdustnalization 
increases the relative importance of foreign trade there will 
be a tendency for it to remain moderately close to external 
transportation facilities for cheaper importation of exotic 
raw materials and exportation of fabricated products In 
any event the shift, mainly westward, and slightly south- 
waid, has been significant m the process of industrialization. 

But an even more striking aspect of this process has 
been the growth of new manufacturing belts To the his- 
toric New England-Middle Atlantic area, has been added 
the ChicagU-St Louis area, and more recently the new 
belt in the old South, where in addition to tobacco manu- 
facturing there has been an unusually rapid expansion of 
the cotton textile industry, of water-power conversion, and 
of many other industries associated with manufacturing, 
including those of coal and iron at Birmingham, the “ South- 
ern Pittsburg The industrialization of the United States 
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has been nowhere more vividly shown than in this region 
in recent years, with respect alike to the basic changes in 
production and to the various consequent effects as to finance 
and trade, and even attendant social conditions, in the 
economic structure 

ECONOMIC FACTORS 

Economic and geographic factors in the economic structure 
of a country are interrelated, as in the case of land In- 
"Sustrialization, however, may be traced in a comparison of 
the relative position of the items in the familiar category 
of economic factors in production. Other things being 
equal, it is more or less obvious that agriculture demands 
a larger proportion of land and that in it labor, capital, and 
enterprise are relatively of less concentrated and specialized 
importance, since in the case of the average-sized unit the 
farmer is frequently his own capitalist, partly or entirely 
his owm laborer, and his owm entrepreneur Consequently 
in countries where there is an abundance of land and rent 
is correspondingly low, there is a natural tendency toward 
a predominance of that industry, together, in many in- 
stances vrith de\elopment of the extractive industries such 
as lumbering and mining with the aid of imported capital 
On the other hand, manufacturing requires relatively little 
land per unit of product, and m its modern form there is a 
decided concentration of capital^ labor, and enterprise, a 
concentration made more apparent by the personal separa- 
tion of these factors among different individuals, that is, 
there is not only a functional division of labor among dif- 
ferent tvorkers but also an economic-factors-in-produc- 
tion division of labor' Accordingly manufacturing, other 
things being equal, will tend to predominate m those eco- 
nomically progressive countries where there is a relatively 
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large supply of these three factors and a relatively small 
supply of land Indeed, assuming economic progressiveriess, 
as population increases, the very pressure of labor supply 
upon the limited area tends to produce this effect, unless 
other processes such as emigration prevent it These con- 
trasts are well illustrated in a comparison of the economic 
system of Great Britain and other Europeah industrialized 
countries with those of frontier countries such as i\rgentina 
and Australia In turn it is clear that the relative alignment^ 
of these basic economic factors in the United States has 
been such as to account for its industrial characteristics in 
its past history, and also that this alignment is gradually 
changing. Land, at one time available in almost unlimited 
quantity, is becoming proportionately more limited ^ The 
growth of population ® offers a larger labor supply. The 
increased proportion of capital is strikingly demonstrated 
in the World War change of America from debtor to creditor 
position as a nation It is such changes in basic conditions 
which make American industrialization almost inevitable 

NATIONAL WEALTH AND INCOME 
Income 

The structure of the national economy finds one form of 
expression in the national wealth and income and in such 
resulting phenomena as the standard of living The na- 
tional income^ of the United States, as is commonly known, 
is very high In 1914 m total amount it was more than 
three times that of the United Kingdom and was per capita 

" Cf The Utilization of Our Lands for Crops, Pasture, and Forests,’’ 
by L C Gray, O E Baker, et al , Agriculture Year Booky 19^^“, U S De- 
partment of Agriculture, 1924, pp 415-506 Also, “Land Utilization in 
the United States Geographic Aspects of the Problem,” by O E Baker, Tlie 
Geo graphical Re^utevjy Voi XIII, No i 

® Vide subsequent sections of this chapter 



224 IXTERNATIONAL ECONC^MIC RELATIONS 

more than 25% higher than that of Australia,^ the next 
highest countries Needless to say, the total national in- 
come \aries so gr^tly with many different factors, such as 
the size of the country, its possession and development of 
natural resources, and its development of an economic 
superstructure which obtains a profit partly by foreign 
transactions, tliat no categorical contrast can be drawn be- 
tween the frontier national economy and the industrialized 
Rational economy in this regard The same is true with 
respect to per capita income, except that this of course tends 
to be lower when the population expands unless such ex- 
pansion is offset by developments of the type just mentioned 
— which to a considerable extent it usually is in the cases 
of successful industrialization Thus the pre-war per capita 
income of Australia wms very high, but it did not greatly 
exceed that of the United Kingdom, and that of Canada 
wms rather high but did not vastly exceed that of France 
and Germany Certain recent estimates^ adjusted to offset 
price fluctuations, have indicated a tendency for the actual 
national income of the United States, per capita and in total,' 
to decline from about 1916 or 1917 to the time just preced- 
ing the sharp post-war depression of 1920-2 but the 
period in which this estimated decline took place was too 
short and abnormal to furnish a satisfactory index Prior to 
that time and apparently since then, the per capita national 
income nominal as well as real, has increased 

Of most interest from the present viewpoinf, however, are 
the sources of the national income If for the purposes of 
such analysis, the estimates of the National Bureau of Eco- 
nomic Research be accepted, and such data be taken as 
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an index, the half-way mark of industrialization appears to 
have been reached, not in the decade 1910-20, but prior to 
that According to those estimates, as early as 1909 manu- 
facture was contributing 30%* of the national income as 
against 16% from agriculture and 3% from mineral pro- 
duction, while manufacture and service businesses ’’ such 
as banking and transportation together were apparently 
contribatmg a still larger share, perhaps one-half On the 
other hand, no extremely sharp contrasts appear for the 
decade 1909-1919 or 1910-1920, the percentages for both 
agriculture and manufacture increased in 1918 over both 
1914 and 1909, but this was before the price readjustments 
of 1920 Nevertheless, the estimate apparently reveals the 
predominance of manufacture and secondary industr}^ in 
general Indeed there is considerable logic in assuming that 
if any large increase in the total or per capita national in- 
come of the United States occurs in the future it v/ill be 
brought about less and less by a continued expansion of 
primary industries based upon exploitation of natilral re- 
sources and more and more by a continuation of the fun- 
damental trend toward the erection of a superstructure of 
secondary material industries and of industries producing 
services, such businesses as a whole operating upon a basis 
of both internal and external activity. 

Wealth 

There are, of course, many difficulties involved in computing 
the wealth of a nation. Some of these difficulties are purely 

A large percentage for “ unclassified industries and miscellaneous 
income ’’ prevents an exact apportionment according to the above category 
Note It IS true that income proportions represent only relative values placed 
upon the various goods and services, but the ratios of national economy are 
matters of value, value is the only single measurement, the only common 
denominator 
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meclianical as m obtaining comparable categories as a re- 
sult of census returns Others are not unlike the problems 
which arise m the attempts at valuation of regulated public 
utilities for the purposes of fixing reasonable rates and fair 
returns. These latter include a choice between market 
value, original cost, reproduction cost new, and replacement 
cost less depreciation^ the market value method being in- 
accurate on account of its purely psychological element and 
i|s inclusion of unearned increment and what might be 
termed undeserved decretion^ the original cost method 
particularly difficult due to inadequacy of records and fluctu- 
ations in value of the monetar}^ unit, reproduction new in- 
volving an imaginary conception, and the reproduction- 
in-existing-condition method, while in some ways most 
logical, necessitating very arbitrary and varying assump- 
tions concerning depreciation But even more serious than 
these difficulties of evaluation, when applied to the wealth 
of a nation, is that of choosing between private wealth, as 
registered, say, in private property in a nation where private 
property prevails, and social wealth Social wealth, or 
the complete wealth of a nation, if fully measured, would 
properly embrace many tangible items which cannot be 
measured, such as latent mineral resources subject neither 
to present private ownership nor to exact geological com- 
putation, and many intangible and nebulous items such as 
free goods, like climate, and even national value as a going 
concern and national good-will in foreign business ^ A re- 
cent official estimate for the United States, which eliminates 
intangible and immeasurable items and proceeds upon a 
sort of business-inventory method of measurement, indicated 

For a brief descriptjton of certain of these difficulties, vide Bureau 
of the Census, Estnnated National Wealthy U S Department of Commerce^ 
1924J fore-s^ord by W. L King-, pp. VII-XIII. 
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that such national wealth of the United States was a little 
over 88 J billions of dollars m 1900, somewhat mormthan 
100 billions m 1904, somewhat less than 18 64 billions m 
1912 j and more than 32o|- bilLons m 19^2 “ — a figure much 
higher than that for any other nation. However^ it is 
pointed out that the 1912-1922 increase of 72 2%^ m view 
of the change in the value of the dollar w^Hch by averaging 
various price indices may be set at about 55% for the same 
period^ probably represented only an approximately 11% 
increase m actual wealth Estimates for earlier periods 
are insufficienc to discover a long-time trend and to compare 
it with growth of population, but it is not illogical to ques- 
tion w^hether, unless the tendency toward decline in the 
rate of population-increase becomes so marked as to result 
ill an almost static condition of population, the present ex- 
ceptionally high per capita w’-ealth of the United States will 
increase to any vast extent m the future Its absolute in- 
crease may result from a continued developm.ent of latent 
resources and of the entire economic superstructure ^f con- 
« version industries, service industries, and finance (as in 
the continued accumulation of equipment and other capi- 
tal), but such an increase will tend to be checked by such 
factors as the approach toward exhaustion of certain non- 
reproducible resources Its proportionate decrease, that is, 
the decrease per capita, may be checked by the tendency of 

Vide Table No i 

Note National wealth as thus computed is \ery different from 
capitalized earning power “ One of the foremost academic authorities on 
life insurance in this country has recentU stated that if all li\es were in- 
sured for only one-half their capitalized earning capacity, the American 
people would be insured to the extent of 400 or "jog billion dollars, which 
far exceeds the estimates of their total pioperty wealtn, placed at less than 
350 billion dollars But the authority is aware of this, for he states that 
this estimate of the capitalized value of the curient earning capacity of the 
adult population of the United States at an ordinarv rate of interest would 
be several times the material w^eaith of the nation 



228 INTERNATIONAL ECONOMIC RELATIONS 

r 

population itself to increase less rapidly Of particular 
signifrcance may be its increase or maintenance through a 
growing superstructure which, possibly deprived of certain 
natural resources thxough exhaustion, would come to de- 
pend increasingly upon foreign raw materials and foreign 
markets for commodities and investments and other services, 
as m the case of ^ther industrialized countries. This by no 
means implies impending national poverty or anything re- 
motely approaching it It simply emphasizes a trend in the 
inalve-up of the national vrealth and gives a further sugges- 
tion of the possibility of fundamental changes in the na- 
tional economy which may link the latter more closely with 
that of other countries 

As for the different items constituting the total estimated 
national wealth, the classification available is not highly 
adapted to an analysis of the industrial structure. In 1922 
as compared with 1912 there was a decrease in the propor- 
tion for railroads and their equipment (there were negligible 
railway •extensions and appreciable abandonments during 
the period), and street railways and certain other public 
utilities. However, there were also decreases in the pro- 
portions of real property and improvements,^^ of livestock, 
and of agricultural products, along with increases in the 
proportions of manufacturing machinery, tools, and imple- 
ments, of farm implements and machinery, and of clothing, 
personal adornments, furniture, vehicles, and kindred prop- 
erty, and of manufactured products; and the decreases 
in the proportions of real property and improvements and 
of livestock, and the increases in the proportions of manu- 
facturing equipment and of manufactured products, were 

Note This item is'not divided according^ to the use of the prop- 
erty, so that It offers no accurate contrast between types of industry, it is 
of only g-enerai significance in view of the general fact that land is a larger 
factor m agriculture and forestry than m manufacture. 
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in line with fairly consistent trends shown in a comparison 
of 1904 with 1900 and of 1912 with 1904 Within the limits 
of classification, and with certain exceptions, there are, 
therefore, some evidences in the changing forms of national 
wealth of the decline of the primary and the ascendancy of 
the secondary industries. 


TABLE No I 

Estimated National Wealth of the United States^ 


Classification 0} Wealth 

1900 

1904 

1912 

1922 

Total, in miliions of $ 

88,517 

107,104 

186,300 

320,804 

Selected items, % 0} total 





Real property and im- 

provements 

5 Q 3 

58 2 

S8 6 

55 0 

Livestock 

3 7 

38 

3 3 

I 8 

Farm implements and 

machinery 

08 

0 S 

0 7 

0 8 

Mfg machinery, tools, 
implements 

2 9 

3 ^ 

3 3 

- 49 

Rys and their equip- 

ment 

10 2 

10 5 

87 

62 

Street rys , shipping, 

watervvorks, etc 

39 

4 5 

5 5 

48 

Agricultural products 

I 6 

I 8 

2 8 

I 7 

Manufactured products 

69 

69 

7 9 

89 

Mining products 

04 

04 

0 4 

0 2 

Clothing, furniture, etc 

78 

7 7 

68 

12 4 


Source U S Burea.u of the Census, £sUmaUd Nauoml WeaU^j 1924, 
pp 18-19. 
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TABLE Ho. 2 

Estimated National and Per Capita Income of 
Vai^ous Countries, 1914 


CoU7 try 

Estimates based, upon 
tte UOTR of 

Approxi- 

mate 

accuracy 

graie^ 

Nat onal 
■•ncDme, 
mtlhons 
of dollars 

Per 

capita 

income, 

dollaxs 

United States . . \ . 

National Bureau of 
Economic Research 

I 

33;500 

335 

United Kingdom 

. Bowley, Stamp , . 

I 

iO;95o 

243 

’^rmany 

Helfferich 

I 

10,460 

146 

France 

Pupin . 

11 

7.300 

i8s 

Italy . 

. . 

IV 

3.S90 

II 2 

Austria-Hungary 


IV 

5.350 

102 

Spam . , . 

Barthe 

IV 

1,120 

54 

Australia 

Official; Knibbs 

I 

1,260 

263 

Canada . . . 

Giffen 

IV 

1,460 

IQS 

Japan . . . 

Stamp 

in 

1,580 

29 


^ Grade I Estimate is not likely to be inaccurate to a greater 
extent than 

Grade 1*1 Estimate is not likely to be inaccurate to a greater 
extent ^an 20^^ 

Grade III Estimate is not likely to be inaccurate to a greater 
extent than 

Grade IV Estimate is not likely to be inaccurate to a greater 
extent than 40 N 

Source Report 0^ Jotni Commission of A gncultHral Inquiry^ 67th 
Corg-dts, ist Sess or, H R Rep No 408, Part I, p 50, adapted from 
sar-rrar^ b\ Sir Tosxah Stamp, Journal of the Royal Statistical Society^ 
Jl!} 1919 
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TABLE No. 3 
Estimates of 


U. S. National 
AND Constant 

/ 

Income in Money of Variable 
Purchasing Power, 1910-1918 

n billions oj dollars 

Basts oj Estimate 

1910 1916^ 

1917 1918 

At prices each year 

Est by sources, prod 318 45 8 

53 8 60 9 

Est by mcs reed 

31 I 45 5 

S 3 9 61- 7 

Most probable 

314 456 

53 S 61 3 

At prices of 1913 

Est by sources of prod 32 5 41 6 

418 394 

Est by incs reed 

318 401 

396 384 

Most probable 

322 404 

407 389 

Adapted from Report of Joint Commission of A gricultural Inquiry, 

Part I, p 49 , quoting; estimates by National Bureau of Economic Research 


TABLE No 4 


Estimates of the 

U S National Income Per .Capita 


In dollars 


Year 

Pe? Capifa Income Per Capita Income 


At prices each year At ptices of 1Q13. 

1909 

319 

33 ^ 

1910 

340 

349 

1911 

333 

33S 

1912 

346 

3 dS 

1913 ^ 

355 

355 

i<?i 4 

335 

333 

191S 

360 

3 M 

1916 

448 

397 

1917 

522 

. 395 

1918 

S88 

373 

1919 

(6^0) 

(358) 


Adapted from Report of Joint Coimmssion of Agricultural Inquiry, 
Part I, p 50 
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TABLE No 5 

Sources of U S National Income 
Percentages Contributed by the Various Industries 


Industry 

1909 

1914 

1918 

Agnculture 

16 29 

17 80 

21 01 

Mineral production 

3 ^4 

3 06 

3 33 

Mfrg , mcl hand trades 

3032 

2727 

31 47 

Transportation 

9 60 

9 34 

8 67 

Banking 

I 51 

I 52 

I 27 

Government 

5 00 

5 72 

887 

LMclassined industries and miscel- 
laneous income 

34 14 

35 29 

2S 38 

All industries 

100 00 

100 00 

100 00 


Solace Nat onal Bureau of Economic Research, Income m the United 
Stately ^921, p 23 


THE INDUSTRIAL STRUCTURE 

The central indication of the type of national economy and 
of trends in its evolution is, of course, to be found in its in- 
dustrial^tructure itself, and this may be viewed in the light 
of the previously indicated categories of industries, based 
both upon the relative position of the geographic and eco- 
nomic factors in production, as mentioned, and upon the 
phySiCal characteristics of the industries themselves 

Primary vs. Secondary Production 
Thus, industries, as previously partly indicated, may be 
broadly classified as follows (I) Material industries, (A) 
primary; (i) agriculture, (2) extraction (mining, lumber- 
ing, etc ,) ; (Bi secondary; (i) conversion (e g refining); 
(2) fabrication (complex manufactures); (II) Tertiary, 
or service industries _ The type of material industries is 

Seco.Tdarj p-odijct.on has sometimes been classified as (i) primi- 
tive maLng of Persian rug-s) , (2) s.mple (eg canning and re- 

Suing j , (5j complex (eg steel and textile products). 
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of significance at this\oint The predominance of primary, 
with some secondary conversion production in countr^ies of 
frontier national economy, and the relatively larger im- 
portance of complex manufacturing in countries of indus- 
trialized national economy are characteristic phenomena, 
and a review of the changing proportions of t5^es of in- 
dustry m the United States is a further ipdex to its trend, 
slow but sure, toward industrialization in this narrower 
sense 

Extensive vs Intensive Production 

As also seen in the preceding chapter, another classification 
is the comparative one of extensive and intensive industries, 
which is little more than an expression of the relative im- 
portance of land on the one hand, and labor, capital, and 
enterprise on the other hand; that is, intensiveness is a con- 
centration with respect to area. Accordingly, manufactur- 
ing IS per se intensive and agriculture extensive, although 
certain branches of the agricultural industry hre compara- 
tively intensive. Increasing intensiveness, then, becomes a 
further index to industrialization, but while this is more or 
less obvious with respect to manufacturing, the importance 
of the contrasts in agriculture is not always recognized 
The relative intensiveness of agriculture in the leading in- 
dustrialized countries and the tendency in that direction in 
American agriculture are illustrated in different ways For 
example there is the contrast between the intensive sugar 
beet culture of Germany and the extensive sugar cane in- 
dustry of Cuba, or the wide divergence of beef-cattle raising 
in Argentina and dairying in countries of western Europe 
Indeed, one of the most interesting of the many evidences 

Note Although Denmark is not industrialized, its development of 
dairying as a leading national industry represents a highly intensive de- 
velopment not unlike that of manufacturing countries. 
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of the trend m the United States has^ been, not simply the 
growth of manufactures, but the intensification of agncuh 
lure, and this is directly reflected in the export trade The 
trend "was particulaily noticeable in the case of wheat and 
meal before the World War, with a relative decline in these 
types of extensive production and a consequent trend toward 
decline in exportation The war produced an abnormal 
European deficit of these commodities and resulted in a 
temporarily sharp stimulation of American production, but 
’Hie post-w’ar changes in world trade tended to bring an ad- 
justment in American agriculture which was in line with the 
permanent trend, and in some cases violently so. Perhaps 
the most significant international contrast, however, may be 
made m terms of yield per acre of staple crops which are 
grown under these various conditions It is true that many 
factors other than mtensiveness or extensiveness, such as 
relative fertility and efficiency and use of scientific methods, 
affect crop yield but primarily yield differences are due to 
the basm characteristics here mentioned Wheat furnishes 
a case m point Generally considered a product of extensive 
agriculture, it may nevertheless vary greatly in the intensive- 
ness or extensiveness of its production As grown in indus- 
trialized countries which produce it m important quantities 
bui which because of their high population-agriculture ratio 
must also import it heavily, it is frequently on a high na- 
tional-average yield per acre basis, and the reverse is true of 
frontier countries wffiich are wheat exporters Thus, the aver- 
age wffieat yield m bushels per acre in 1909-13 was 32 6 in 
Germany and 31 2 m England and Wales, as against ii 9 
in Australia and 92m Argentina A superficial glance at 
these figures without ^ consideration of national economic 
structure and of actual world trade wmuld lead to the as- 
sumption that Germany was several times as efficient as 
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Argentina as a wheat producer and that according to the 
rule of territorial division of labor Germany should produce 
wheat for export and Argentina should not Yet despite a 
certain degree of difference m efficiency, the principal reason 
for the disparity lies in the industrialized condition of 
Germany and the consequent necessity of intensiveness, 
that is, of use of relatively larger proportions of labor and 
capital, especially labor, in v/hat agriculture she does main- 
tain, and on the other hand in the fact that m Argentina the 
relative abundance of land makes it cheaper to utiliz^e 
larger proportions of that factor m the production of a given 
quantity of the commodity This is especially true since 
the wheat market is a world market, with largely free play 
of price competition among the various countries Apply- 
ing this index to the United States, this country had an 
average 1909-13 wheat yield per acre of 14 7 bushels (16 i 
bushels m 1924),^® again indicating a position somewhat 
midway between the true industrialized countMes and the 
true frontier countries Further, while the reflection of in- 
dustrialization in the characteristics of agriculture is less 
direct than m those of manufacturing, there are numerous 
indications of that trend, as for example in the relative de- 
cline of the meat-cattle industry and the relative increase 
in dairying Agriculture, like other industries, thus tends 
to have both changed proportions and changed character- 
istics in the evolving type of national economy However, 
the inherent nntensiveness of manufacture is the most ob- 
vious characteristic 

One-Product Systems vs Diversification 

A further point of contrast m the industrial structures of 
various regions and countries, with special implications in 

Vide Table No 6 


IS 
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their external trade, is that between one-product systems 
of production and diversified systems. This contrast is 
most noticeable in comparing manufacture and agriculture, 
since a region of twell-developed manufactures is usually 
on*e of diversified products, manufacturing inherently tend- 
ing toward variety of output, 'while agriculture m general 
tends in the ot|^er direction. But certain branches of agri- 
culture are much more diversified than others The one- 
crop system, which is usually also a cash-crop system with 
peculiar dependence upon external markets, is well illus- 
trated in the cases of Brazilian coffee and Cuban sugar, in 
these cases an entire national economy largely revolves 


TABLE No. 6 

Wheat Yields per Acre 
National Averages in Bushels for Selected Countries 


Count nes* 1909-13 average 

1924 

Germany 

32 6 

25 7 

United Kingdom (England and Wales) 

31 2 

33 2 

United States 

147 

16 I 

Argentina 

9 2 

107^' 

Australia . ... 

II 9 


SoLRCE U. S Department of Agriculture, 

J gricultiire- 

Yeaihook^ 


?? 

about one industry and one commodity which occupies a 
predominant place in national production as well as national 
export A similar situation frequently exists in "a given 
section of a country When industrialization sets in it tends 
not only toward variety of manufactures but also toward 
diversification of agriculture In the case of the United 
States the increasing multiplicity of manufactured products 


19 


1924-25 
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is obviouSj but the rela^tive decline in the importance of the 
production of certain agricultural staples which have been 
one-crop products within certain sections is also noticeable. 
The much advocated diversification of ihe cotton belt and 
latterly^ of the wheat belt, has not occurred to any marlied 
degree, but there can be no doubt that these staples tend to 
occupy a less predominant place in the agricultural system, 
and that that system tends to produce a more varied list of 
products 

Industrialization can never bring a complete diversifica- 
tion of production, for geographic reasons if for no other, 
indeed, that such completeness is impossible under any cir- 
cumstance IS illustrated in the very case of the United States, 
which, though endowed with an unequalled variety and 
abundance of natural resources, is nevertheless strategically 
dependent upon its import trade for certain products, as 
upon its export trade for disposal of surplus of certain 
others Further, industrialization in certain respects in- 
creases such dependence, as illustrated in the case of Ribber, 

. wool, jute, tin and other raw materials which must be pur- 
chased for manufacture Nevertheless, industrialization 
apparently makes for a much larger degree of diversifica- 
tion of production, in manufacture and within the limits of 
climate and resources m agriculture as well, and this in- 
creasing diversification is evident in the development of the 
United States This matter is not exactly the same as that 
of a “ well-jounded national economy Thus industrializa- 
tion, through its tendency toward diversification of both man- 
ufactures and agricultural products, to some degree aids m 
such “ rounding-out,’^ but if earned far in some respects it 
tends to decrease total self-sufficiency For dependence 
upon imported manufactures is substituted dependence upon 
imported raw materials, particularly when industrialization 
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has tended not only toward exhaustion of mineral and 
timber resources but also toward a marked subordination of 
agriculture; the raw material dependence is of a sharper 
t3i3e than the former. This is well illustrated in the case of 
the* United Kingdom and other industrialized countries 
Consequently such countries usually formulate policies de- 
signed to overcQme the resulting disadvantage, by preserv- 
ing domestic agriculture as fully as possible (reported to be 
a major post-war economic policy in Germany) or by such 
'**imtional expansion programs as that of building up a co- 
lonial empire which will partly insure a varied supply of 
foodstuffs and raw materials and markets for manufactured 
products In this respect the United States under the grow- 
ing pressure of industrialization has developed increasingly 
an official export promotion campaign, mainly for manu- 
factured products, and has protested against foreign re- 
strictions^' upon trade in industrial raw materials. 

Serxuces vs Goods 

Under industrialized conditions not only does manufacture • 
tend to predominate over the primary types of production, 
but other non-primary-production types of business, i e 
ternary industries, assume a larger importance That is, 
with an economic structure of increased complexity the 
businesses v;hxli produce services such as time and place 
and hypothecation utiliues rather than form utility become 
relative!}’' more important The growth of bu«sipestys pro- 
ducing services rather than goods that is, of merchandising, 
transportaiion and finance, m the United States is difficult 
to measure in an exact ratio to that of other activities, al- 
though the absolute growth of such processes is wmll known 
One comparative \iew’ of their development, however, is 
found in the proportion of the gainfully occupied population 
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employed therein, and the increase of this proportion will 
be noted below m the analysis of population 

Predomin-\nce of Manufactures 

On the basis of the factors just outlined the actual position 
of American industries may be examined to discover the 
relative position of the various material ildustries m the 
total production system In certain respects the period 
since 1910 is not the most satisfactory one in which to make^ 
such an analysis, since the World War and its after-effects 
necessarily disturbed the structure, and since statistics of 
output measured in value involve a danger of distortion due 
to violent fiuctations m general price levels as well as in the 
ratios between the price lines for the products of the various 
groups On the other hand, while the effects of the war 
upon American industry were varied, it is probably true 
that with the exception of certain strictly war industries 
these effects were largely in the direction of delaying the 
normal trend toward industrialization due to the dis^ropor- 
* tionate special demands of Europe for larger supplies of 
foods and raw materials; this is illustrated in the case cited 
above, of the abnormal stimulation of the production of 
grains and meats Consequently, if industrialization ap- 
pears in this period it is not unreasonable to suppose that 
the process might have been even more pronounced had the 
war not occurred As for the technical difficulty of measur- 
ing production in terms of value, there are technical means 
of offsetting this, and after all, value is the natural common 
denominator Altogether, the process of industrialization, 
judged by various indices, appears to have approached or 
passed the half-way mark in just this period; in short, if 
any date might be set it might be said that it was in about 
1909-1919 that the predominance of manufacturing mdus- 
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tries tipped the scales of American national economy — 
altifough this of course is necessarily a generalization In 
some respects the half-way mark was reached before 1909^ 
and m other ways it has not yet been reached, but roughly 
the point of fifty per cent industrialization of the United 
States was attained, even in spite of the partly contrary 
effects of the w»r, in this second decade of the 20th Century 
— a process which, needless to say, will never be one hun- 
^dred per cent completed. 

There are, of course, many possible methods of measur- 
ing the groups of industries in their relation to each other 
and to the total industrial structure, including that of esti- 
mating the amount of capital invested and the number of 
persons employed, but the latter indices obviously involve 
certain possibilities of misleading comparison, and the most 
accurate and most direct measurement is that of output of 
the various groups in proportion to total output and to popu- 
lation. By making certain computations from census data 
on pr(jduction it would appear that in 1909 farm products 
constituted slighdy more than 41% of the total national" 
production of the material industries in the United States, 
measured m terms of value WTien to this are added the 
output of mines and quarries lumber, and fisheries products, 
the primar}" material industries of the country may be esti- 
mated to have contributed approximately 5Si-% of the total 
material production, whereas the secondary or manufactur- 
ing industries contributed only 417% Comparing 1909 
With 1919 on the same basis the agricultural production 
would appear to have had approximately the same share in 
material production in the latter year as in the former, while, 
due to the decline im other primary industries, the primary 
total in 1919 was only slightly more than 50% (51 8), show- 

Table No 7 
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■rABLE No 7 

Production of the Principal Material Industries 
IN THE United States 


Values 

tn dollars (000,000 

1909 

oWtted) 

1919 

Yai, te 

Ptr ctvt 

01 total, 

■^ruuiict\ 

Value 

Per cent 
at total 
■pruiutis 

Farm Products ^ 

8494- 

41 3 

# 

21,426 “ 

4 ^ 3 

Products of Nlines 





and Quarries ^ 

1,238 


3,158 


Lumber ^ 

2 232 " 


2,232 ^ 


Fisheries Prod- 





ducts ‘ 

54" 


76 ^ 


Total Other than 





Mfrs 

12,018 

58 s 

26 892 

SI 8 

Alanufactures 

8,529"" 

41 5 

25 04.2 

48 2 

Total 

20,547 


5 T 934 



Sources Compiled fiom AbMtacr of t]>e Fourteeail Ce,isui^ the 
StatiSUcal Abstract of U S , and the Refort of the Joint Comni^:i^ion of 
A gncultural Inqviry, as indicated in footnotes Notes on TaWe No 7 

^ Source Abst'^act of the iqth CepMis of the U S j 1920, U S ^uieau 
of the Census 1923, p 8S6 

♦ “ Gross 'value, in\ol\es duplications, eg crops fed to livestock 

^ Source Abstract of i^th Census, ^ p 1268 
Source Statistical AbUract of the U S ^ 1923, U S Bureau of 
Foreign and Domestic Commerce, 1924, p 232 

^ Assumed for purposes of comparison The ph}sical volume of 
production of lumber (as 'w^ell as of many wood Products such as lath and 
shingles) actually declined from 1909 to 1919, 'hile their prices tended 
to increase more materially than those of man^ other commoditv groups 
In any event, this figure is an estimated average for 19 12—21, so that the 
total value of products in 1909 was probably at least this large 

® Estimated amount of timber removed annually from forests of 
U S> basefl mainly upon average of production in the period 1912-21, 
value based on prices prevailing in 1919 

Source Statistical Abstract^ 1923, pp 237 seq 
® Figure for 1908, representing total of figures for the various sec- 
tions, not including Alaska » 

® Figure for 1919, representing a total of’ 8 7,02 6,0 30, (of various 
sections for nearest years available) minus 10,700,000 for Alaska 
Source Abstract of the i^th Census , p 916 
Value added b> mfr , ? ^ , value of products less cost of materials. 
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ing a gain for manufacturing to 48 2 % or very nearly one- 
half of the total material production 

This computation indeed, involves certain necessarily 
more or less rough' assumptions and estimates Moreover^ 
it raises the question of the influence of relative price 
changes upon such value proportions However, an ex- 
amination of price movements during the period tends to 

TABLE No 8 

Index Xumbers oe Wholesale Prices in the 
United States 

1913=100 


Groups Of Cot) ifiodnics 

1899 

1909 

1919 

1923 

Farm Pro d acts 

04 

97 

231 

lai 

Foods 

74 

97 

207 

144 

Cloths and Clijin.ng 

So 

qS 

253 

200 

Fuel and Lnghung 

67 

84 

iSi 

i 8 s 

^kletals and hletai Products 

no 

93 

162 

14a 

Bunding Materials 

77 

95 

201 

On 

00 

Chemxais and Dr^as 

lOI 

too 

169 

131 

House-1 urn unirg Googs 

80 

92 

184 

183 

Miscellaneous 

100 

130 

175 

123 

Ah Commodities 

75 

97 

206 

154 


II '•X,. 7 ,c 1S90 to 1923, BidlctT / i - of the U S Bureau 

0 ^ Laacr S 36", U b Department of Labor, 1925, pp 8—9 


the conclusion that the trend found m the abova figures was 
ix)t offset by the disproportionate fluctuations in prices of 
different commodifXgioups This may be judged from cer- 
tain data on wholesale price movements from 1909 to 1919 
These statistics are the figures of the Bureau of Labor 
Statistics, and while numerous other indices have been 


Vtde Table No 8 
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formulated^ including the weighted average ones _ of the 
Federal Reserve Board, they are probably as satisfactory as 
any for present purposes Certain other limitations in these 
figures as applied to the present computation must be rec- 
ognized Yet the indices are apparent^ sufficient to show 
that if agricultural pi eduction (much the largest item in 
total primary production) did not decline ^in proportion of 
total value from 1909 to 1919, it did not tremendously in- 
crease m physical volume in that period For, while the-* 
depression of wholesale prices of farm products below^ the 
all-commodity price level m very recent years has been a 
much-advertised fact, it is equally true that in 1919 such 
prices were substantially above the general level On a 
1913 base, the farm products index number in 1919 was 231 
as against an all-commodity number of only 206 These 
price data, due to their classification, offer no further con- 
trast of primary products and secondary products, but the 
case of agriculture is significant In short, though agri- 
culture vrhen measured m terms of value of products ^ held 
^ its own in its proportionate position m the total material in- 
dustry structure of the United States m 1919 as compared 

0 ) Their classification is not the same as the abo\e classification 
of production 

(£>)'! heir base is 1913 rathei than 1909 

(c) Wholesale pr^ce indices of course do not gi\e ex?ct indication of 
monetary returns received by original producers, nor of their relative pros- 
peritv , they necessarih leave out of account the spread between whole- 
sale pricey arfd < 5 rigmal-producer prices and it veould be only b} computa- 
tion on tne latter basis that an exact estimate could be made of the true 
returns to original material production industries, as well, incidental^ 
(though the question is not a directlv related one heie) of the purchasing 
pow^ei of the original-producer dollar 

Moreov^er, il may be remarked that any figures based on ^prices obvi- 
ously represent simply relative values placed upon diiferent goods (and 
services) by economic society, but, for this very reason, and because they 
are automatic, they are significant as measures of relati\e economic 
importance. 
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with 1909, it is clear enough that this appearance of sustained 
relative position was partly a result of higher prices for farm 
products Even m the world-war period, then^ when Ameri- 
can agriculture in many important branches was distinctly 
and disproportionately stimulated by increased European 
demand it probably declined m its ratio to American 
manufacturing 

But further and more direct substantiation of this con- 
■<*ln3:on may be tound m estimates of the Joint Commission 
of Agricultural Inquiry According to these_ if igii-13 be 
taken as a base, the index numbers of relative production in 
1919 were as follows all commodities 120, manufactures 
126 materials no, including products of mines 112, and 
products cf farms 112 Even more striking than these are 
the estimates made b\’' the same body, of index numbers of 
growth of population and physical volume of production on 
an iSgg base Such numbers for 1919 are, in part' popu- 
lation 139 7,’ manufactured products 195 3 (including lum- 
ber procTiicts 855), agriculture 137 6. Commenting on these 
data the Commission said. The significant deduction to 
be drawn is that in the decade 1899 to 1909 the quantity of 
agriculture increased 10% while in the following decade, 1909 
to 1919, the quantity of agriculture increased [only] 10 5%, 
and that the large increase in total value of the crops com- 
pared was not a true measure of the progress of agriculture 
as an industry From 1899 to 1909 the quantity output of 
farms increased 10% while the population 1900* to 1910 in- 
creased 21 55c From 1909 to 1919 the quantity output of 
farms increased 10 55c, while the population increased 1910 
to 1920, 14 

VtSs Table No 9 

Vide Table No 10 

Report of the Jomt Commission of Agriculture Inquiry^ 67tb Con- 
gress ist session, H R Report No 408, printed 1921, Part I, p 42 
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TABLE No 9 

Index Numbers of Relative Production of Farm 
Products, Mineral Products, Manufactured, 
Products, All Commodities, and 
Transportation 

1911-13 average=ioo ^ 


Industries 

1899 

1909 

1919 

Materials (total) 

77 

95 

iicT 

Products ot Farms 

82 

95 

112 

Products of hlines 

48 

87 

112 

Manufactures (total; 

57 

96 

126 

Manufactured from Farm Products 

70 

102 

120 

Manufactured from Mineral Products 

sS 

88 

I18 

All Commodities 

65 

94 

120 

Transportation (freight ton miles and 
passenger miles) 

44 

86 

138 


SoLRCF Adapted from Ref art of Joint Contmisnon *of Agricultural 
Inquiry y Part I, p 47 ^ 


Thus taking all estimates into account, it seems clear 
(a) that agriculture is not keeping pace with either manu- 
facture or population, (b) that, despite notable increases in 
output of certain minerals, the same is true with respect to 
primary material production m general, (c) that, on the 
other hand, manufacture is mcreasmg more rapidly than 
agriculture, as well as population, and is coming to pre- 
dominate m the industrial structure, (d) that this predomi- 
nance, though it may be judged by varying indices, became 
an actuality in about the period 1910-1920; and (e) that, 

while the half-way mark of industrialization waB reached 

• 

It should be noted that this includes certain imported raw materials, 
such as coffee, sisal, wood (partly imported), and jute 

It scarcely need be pointed out that industrialization never becomes 
100% completed, unless perhaps in some aty state 
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TABLE No. 10 

Index Numbers of the Growth of Population and 
THE Physical Volume of Production of 
Selected Manufactured Products 
and of Mining and Agriculture 


1899=100 



1899 

1909 

1919 

Growth ot Population 

100 

121 

0 

139 

7 

Manufactured Products 

100 

163 

4 

195 

3 

Lumber Products 

100 

126 

2 

8s 

5 

Food Products 

100 

144 

3 

I9I 

I 

Textiles 

100 

149 

2 

190 

7 

Iron Products 

100 

171 

8 

212 

7 

Chemicals and allied Products 

100 

199 

2 

282 

2 

Metal Products exc Iron 

100 

192 

6 

296 

I 

Vehides 

100 

354 

5 

1373 

8 

NImmg 

100 

189 

4 

228 

4 

Agriculture 

100 

118 

I 

137 

6 


SoLRCE Adc-pted from Report of the Joint Commission of Agrt- 
Part I, p ^6 


during a period of war-time economic disturbance, it cannot 
be regarded as extraordinary since these disturbances in 
many instances retarded rather than accelerated the move- 
ment and further industrialization is the outstanding in- 
dication for the future in the national economy 

Note Man\ further results of the process anahzed above could be 
ci^umerated b\ T\a\ of illustration, especially if phenomena of internal 
rather than pr.manH external importance \\ere included To mention but 
one 01 these, there .s the largeh attendant tendency toward integration 
among the units or enterprises n.thm the manufacturing group, and, to 
some extent among the tertiary group, as in transportation This entire 
process of business combination, of formation of trusts ” or other types 



NATIONAL ECONOMY 


247 


POPULATION 

Industrialization is chiefly indicated in the relative position 
of the primary and the secondary mate^al industries, but it 
is expressed in numerous other ways Many population 
phenomena are alike its causes and its effects, most of allj 
perhaps, its causes 


Size and Density 

The total number of persons in the United States, increasing 
in every decade, grew from an estimated 3,929,214 in 1790 
to 105,710,620 in 1920^® Despite substantial additions to 
the territorial content of the nation proper, this growth was 
sufficiently rapid to cause an increase m population density 
m all decades except those of 1800-1810 and 1840-1S50; the 
number of persons per square mile was 4 5 m 1790, and from 
1850 to 1920 it advanced from 79 to 35 5, this advance 
having continued also since 1920 Such density Is, of course, 
much less than that of industrialized countries sucfT as the 
United Kingdom (389 19 persons per square mile), France 
(18431)^ Germany (32840), and Belgium (635 24), and, 
incidentally, less than that of certam other countries which 
may not be said to be industrialized but which have large 
populations m proportion to area and yet have not greatly 
developed manutacturmg due to at least temporary economic 


of affiliation and concentration of o%\nership, management, and operation, 
rtith the<^ccumpan}ing ad\antages m standardization and large-scale pro- 
duction and possible d’sadaantages in the wa\ of restraint of competition, 
together with the national policies e\olved for the regulation of the mo\e- 
ment, is too familiar and largely too domestic a question to reed amplifi- 
cation here It may be mentioned, however, simply as a further indication 
of how many of the major national economic^and polit.co-economic phe- 
nomena and problems and policies, both internal and foreign, are basically 
accounted for in the fundamental industrial structure and structural trend 
which IS the subject of the present analysis 
29 Vide Table No 1 1 
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backwardness/^ such as China (ico 85)^ or due to an ex- 
traordinary development of a type of agriculture almost 
equal to manufacture in mtensivenesSj such as Denmark 
( igx 85 ) On the other hand, it is of no little significance 
that the density of population m the United States is much 
greater than that of countries of true economic frontier type, 
such as Brazil (p 74) and Argentina (7 66), and that it is 
increasing steadily A congested population not only facili- 
tates the development of manufacture, with its need of a 
large labor supply, but if the country is economically pro- 
gressive and has not evolved some very special type of agri- 
cultural development like that of Denmark's dairying, such 
a congestion may even be looked upon as more or less com- 
pelling as a force for industrialization In this sense, with 
an expanding even though not yet congested population, and 
wutb a coincidence of progressiveness and an abundance of 
resources, the industrialization of the United States has been 
and is aimosk inevitable. 

Urban Proportion 

The trend is further discovered in the facts of location of 
population and of occupation In the 19th Century the 
population of the United States had always been predomi- 
nantly rural, but here again the half-way mark was passed 
m the decade from 1910 to 1920, for the percentage of the 

A recent article the Lo\iOf: citing’ statistics of popu- 

lation der!'.t\ iP number of iuhabrants per square kilometeq- eipphasized 
the i^zt that xi gland and Wales alone are taken as a unit the density 
there is tre i ghost in the ’Aorid, exceeding that of the Netherlands, Japan, 
Germary, and e\en Belgnan , the densiU, of course, is less in the United 
Kingduiii as a hole, and iPuUi less in Scotland, than in England and Wales 
Concern’ ng Ch’ra, it should be noted that the densitx for the country 
as a Vrhule .s less than that of a number of other countries, but it is particu- 
larly high in some sections, as in certain littoral and river valley strips 
Table No 12 
FtA Table No 13 
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population which wa^ urban was 40 o in 1900, 45.8 in 1910^ 
and 514 m 1920 The sociological implications ot this 
change are not of any particular interest here; but it may be 
remarked that the distress of those interested in social con- 
ditions when this figure was first announced, and their ex- 
planation that the change was due to the unattractiveness of 
farm life, as well as their proposals for makng such life more 
attractive, represented a somewhat superficial view There 
was undoubtedly truth in such statements, but it was not--- 
generally recognized that the very expansion of the popu- 
lation and the increasing industrialization partly resulting 
therefrom, were inexorable causes of at least a considerable 
flow of population toward urban communities. 

Occupations 

Still further evidence of the trend is found in occupational 
statistics "" Of the persons of both sexes of 10 years of age 
or over engaged in gainful occupations, the following changes 
in proportion took place from 1910 to 1920 persons engaged 
m agriculture, animal husbandry, and forestry 33.2% to 
263%, extraction of minerals 25% to 26%, combining 
these two groups, total primary material industries 35 7% 
to 28 9%, manufacturing and mechanical industries 27 8% 
to 30 8%, other groups such as transportation, trade, cleri- 
cal, and professional, w'hich together might be mainly clas- 

Vide Table No la Note It should be observed that the em- 
plo;^ment o£.a*larger proportion of the population in a given branch of 
industrv^^is not an absolutely complete index to the relative national im- 
portance of that branch, since it may represent simplv a larger percentage 
of the labor factor than of, say, capital, in the branch, as remarked above, 
manufacturing as a whole tends obviouslv to require more of both capital 
and labor and less of land when compared with agriculture Nevertheless, 
proportion of the national population employed m the various groups of 
industry is significant among the indices and causes of the make-up of the 
existing structure, and changes in such proportions are among the more 
important clues to the trend in that structure 
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sified under the term '' service producing industries/' 365% 
to 46 3%. Thus in 1910 more than a third of the working 
population of the country were engaged in agriculture and 
other primary material industries, and not greatly more than 
a fourth were busied with manufacturing, while m 1920 the 
proportions w^ere not far from reversed It is also sig- 
nificant that the proportion of those outside the material pro- 
ducing industries, that is, of those engaged in producing 
^services rather than goods, increased noticeably, vrhile the 
percentage of producers of form utility, that is, of persons 
engaged m all the material producing industries including 
agriculture extraction and manufacturing, decreased In 
a word the industrialization of the United States is reflected 
in the rise both of manufacture and of the service industries, 
the complexities of such industrialized life necessitating (or 
resulting from — according to viewpoint) the concentration 
of the energies of a larger portion of the population upon 
finance and transportation and other auxiliary processes 
which facilitate exchange and especially conduce to develop- 
ment of secondary production 

Rate of Expansion 

A further population phenomenon merits attention, namely 
the rate of increase. It is of considerable significance that 
in each decade from 1790 to i860 the population of the 
United States increased by more than 30% and usually by 
33 to 36U, and that since i860 the rate of expansion has 
declined noticeably*^'" Thus m 1S60 the percentage of in- 
crease registered over the previous census (of 1850) was 
35 6. but It fell to 22 6 in 1870 While it rose to 30 i in 
iSSo it declined again to 25 5 in 1890, 20 7 in 1900 (210 
in 1910 I, and to 149% 1920 It must, of course, be 

Vide Tcble No ii 
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recognized that many "factors, including general social as 
well as economic ones, probably influence the rate of popu- 
lation increase But there is considerable evidence that in- 
dustrialization tends to retard the rate, fti that it represents 
an approach toward economic saturation. This is illustrated 
in the decade 1860-1870, the Civil War made for economic 
disturbance and doubtless also had a direct|retardmg effect 
upon the birth-rate, but in spite of this, that decade is recog- 
nized as one of a very remarkable industrial development. 
Again the descending rate of inciease from 1910 to 1920 was 
undoubtedly caused in part directly by the World War, yet 
the almost constant decline in the rate for the entire 40 years 
from 1880 to 1920 probably can be explained only by tak- 
ing into account the economic factor, and there is some logic 
in assuming that the future rate of increase, while it may re- 
cover from the low point registered in 1920, wall tend to be 
lower than that of the first centur^^ of the nation’s existence, 
partly due to the “ saturating effects of industiralization 

This assumption is further supported by developments in 
the American immigration situation. The various ramifica- 
tions of the immigration problem have been discussed in a 
previous chapter and need not be reexamined here But 
it is highly significant that after more than a century of prac- 
tically unlimited influx of population from abroad, the United 
States Mopted a restrictive policy in 1921, with the passage 
of the so-called Three Per Cent Law,” and that such restric- 
tion, for basic economic rather than for general sociological 
reasons, is likely to become more severe instead qi less so. 
Indeed, without any legislation whafever the time might 
have been anticipated when, at some distant date, the tide 
of immigration would have turned, due to the accomplish- 
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ment of the natural process of a levelling of conditions of 
eccrnomic opportunity and of standard of living This does 
not imply that legislative restriction was not necessary in an 
attempt to preserV^e the high standard of living of the coun- 
try — rather the contrary, for except as offset by other de- 
velopments the flow of population would tend to continue 
until the levelln^g process had been approximately completed. 
True, there may have been no direct reflection of such a 
levelling, due to the continued increase in exploitation of 
natural resources and in capital as represented in labor sav- 
ing devices, but the limits of such offsetting processes, of 
such means of maintaining or increasing the standard of 
living, could not be predicted, and it is somewhat logical to 
suppose that limits would ultimately appear. In any event, 
immigration, though it probably would have been checked 
ultimately by the equalizing process, has been checked by 
political flat, and this not only indicates a lower future rate 
of expansion of population from without as well as from 
withim but may be considered broadly a further indirect as- 
pect of indastriaiization Of this it is an effect rather than a ^ 
cause The intensive industries such as manufacturing re- 
quire a concentrated labor supply, and this is a natural reason 
vliy certain industrialist-employer groups have opposed 
immigration restriction But once the concentration begins 
to occur there arise both economic and political forces to 
prevent influx from wiLiout. There is no flow of population 
from frontier countries to the industrialized areas of north- 
western Europe Restriction of immigration into the United 
States may partly impede industrialization, but with the in- 
creasing ^population within it will scarcely prevent it, and 
the two phenomena are products in part of the same process. 
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Total Population and Population Incsease * 
AND Density in the United States 


Date 

No of persons 

F^rcent 
increase o.er 
Preato is census 

Density 
(No of perTons 
ptr sq mi ) 

1790 

3 ; 929 , 2 I 4 

— 

45 

1800 

5,308483 

35 I 

6 I 

1810 

7,239,881 

36 4® 

43 

1820 

9,638,453 

33 I 

5 5 

1830 

12,866,020 

33 5 

7 3 

1840 

17,069,453 

32 7 

9 7 

1850 

23,191,876 

35 9 

79 

i860 

31,443,321 

35 6 

10 6 

1870 

38,558,371 

22 6 

13 0 

1880 

50,155,783 

30 I 

16 9 

1890 

62,947,714 

25 5 

21 2 

1900 

75 ' 994 j 575 

207 

25 6 

1910 

91^972,266 

210 

309 

1920 

105,710,620 

lA 9 

35 5 

SOEPCE U 

S Department of Coiumerce, Statistical Ahs 

■i 7 act of U S 

192s, 1924, p 2 





TABLE No 

12 


Population Density in Various Countries 

No of persons per square mile of area m 1922 or latest 


available date 


Count? y or Region 

Density 

World 

37 

32 

Belgium 

635 

24 

Japan 

390 36 

United Kingdom 

389 19 

-^Germany 

328 40 

Denmark 

191 

85 

France 

184 

31 

China 

100 85 

u s 

(1920) 

35 50 

Brazil 

9 74 

Argentina 

7 

66 

Canada 

2 40 


Source StattiticaL Abstract of the U 5 * , 1925, pp 850 



2 54 INTERNATIONAL ECONOMIC RELATIONS 

r 

TABLE No. 13 

Urban Percentage of U S Population 


Fear c 

% Urban 

1900 

40 0 

19x0 

* 45 S 

1920 

51 4 

Stat^^^^cal AhUract of the U S ^ 

^ 9 - 3 ^ P 39 


TABLE No 14 

Occupations of U S Population 


Percentages of persons, of both sexes, 

10 years of age or over, engaged m gainful occupations 


Occupation 

1910 

1920 

I Agriculture, forestry' and animal husbandry 

33 2 

26 3 

2 Extraction of minerals 

2 5 

2 6 

3 IMfrg and mechanical industries 

27 8 

30 8 

4 Transportation 

69 

74 

5 Trade 

9 5 

10 2 

6 Public service (not elsewhere classified) 

I 2 

I 9 

7 Professional ser\ice 

44 

5 2 

S Domestic and personal service 

99 

8 2 

9 Clerical occupatiopxS 

46 

7 5 

Total PnmaiA^ Production ( Items i and 2) 

35 7 

28 9 

Total l\latcnal Industnes (Items i, 2, 3) 

63 5 

59 7 

Total Service Industries (Iterns 4 to g incl ) 

36 5 

40 ^ 


SolICE S 'j.i/ -v n':t o~ U S, -17 


OTHER ASPECTS OF INDUSTRIALIZATION 

The further, indirect effects and reflections of industrializa- 
tion, both internal and external, are numerous. Many na- 
tional economic problems are created by it For example, 
as industrialization advances and leads to greater functional 
division of labor and to a concentration of laboring classes 
in industrial centers, the resulting separation of interests 
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tends to cause conflict between capital and labor^ and, as 
has been frequently pointed out, there arises the entire eco- 
nomic, political, and social problem of industrial democracy. 
Again, certain problems which have been receiving very 
recent attention in the United States and which have to do 
with the relations of the different business groups in the 
total business structure, would seem to be%iore or less di- 
rectly traceable to this fundamental change in the national 
economy, these include the relation of transportation and " 
agriculture, of credit and agriculture, and of the price levels 
of the products of different groups (e g the purchasing 
power of the farmer^s dollar and, indeed, the whole proc- 
ess of physical distribution or dispersal of goods from the 
original producer to ultimate consumer m an efficient 
manner The change in the fundamental structure em- 
phasizes maladjustments in the parts and processes of that 
structure and leads to increasing demands for equity and 
equilibrium m the nation’s business 

Perhaps the far-reaching effects of the evolution are best 
illustrated in its influence upon diet The meat consumption 
per capita of many of the countries with a frontier economy 
averages much higher than that of industrialized countries 
In i\rgentma. Australia, and New Zealand, according to 
available estimates, it is well over 200 pounds, as against 
1 15 for Germany and 80 for France, while that for the 
United States (1907-13) has been computed at 157 pounds, 
a figur Or approximately midway between those of the topical 
frontier countries and those of the characteristic industrial- 
ized nations Certain of the latter countries, where the 
demand for meat has remained fairly heavy and t^e foreign 

Note The per capita consumption is small also m certain coun- 
tries, such as China, where there is very bttle industrialization but where 
economic age and congestion of population have produced similar effects. 

Vide Table No 15 
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f 

trade position has permitted, have maintained a moderately 
large meat consumption, as in the cases of the United King- 
dom (i 20 j and Germany, but the comparison holds true 
ev^n m such instances Moreover, recent estimates have 
disclosed the natural trend in the United States, this country 
m the decade prior to the war wms becoming a less important 
net exporter of^beef, and while the war abnormally stimu- 
lated meat exports and consequently meat production, post- 
war developments have been in line with the fundamental 
trend, and have resulted in a particularly sharp decline in 
the extensive branches of the cattle industry, and, it is 
estimated, m a decrease in meat consumption per capita, 

TABLE No 15 

Estimated Meat Consumption in Various Countries 

{Poimds per capita ^ at recent dates for which estimates are 
* available). 


Count)}' 

Lbs pe? capita 

Argentina 

281 

Australia 

263 

Xew Zealand 

213 

U S (1907-13) 

157 

Canada 

137 

Cuba 

124 

United Kingdom 

120 

Germany 

, 115 

France 

80 

Italy 

' 47 - 


Source Monihh^YoY VI No 3 (July 1924) 


The reasons are clear, since meat production is not only a 
primary industry whfch with industrialization tends to yield 
to the secondary industries in relative importance despite 
the increased demands of the latter industries for raw 
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materials and indirectly of foodstuffs, but it is also a pe- 
culiarly extensive branch of the primary industry group, 
Its product is comparatively a luxury, and it not only yields 
to the predominance of the secondary mcAistries but also to 
the more intensive branches of livestock production, such 
as dairying, and of agriculture in general Land becomes 
dearer, and utilization intensifies and the extfnsive industry 
foods give way to the ones which are cheaper both because 
obtained more directly from the soil and because obtained 
more intensively, with a relatively smaller use of land and 
a relatively larger use of cheap labor per unit of product 
Remote, therefore, as such a phenomenon may seem 
from the industrial structure the effect of the latter is ap- 
parent, and probably no better example could be found of 
the pervasive influence of fundamental economic changes 
in the national life. Even characteristics of food consump- 
tion belong to the national economy, and among innumerable 
other expressions even diet reflects the industrial structure 
and its trend in the United States 

EFFECTS UPON INTERNATION A.L POSITION 

In the analysis of national economies the most fundamental 
contrast is to be found between those of the simple or 
frontier ’’ and those of the complex or industrialized 
type ( I ) Many of the most important countries in world 
industry and trade may be classified as belonging to one or 
the othe^of these two t}^es, or as being m a process of 
change from the former to the latter (2) Great Britain 
may be indicated as an example of the former type, Argen- 
tina as one of the latter, and the United States as a nation 
which formerly possessed a frontier economy but which is 
slowly undergoing an evolution in the direction of an in- 
dustrialized national economy, and has apparently some- 
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what passed the halfway mark at the present time (3) A 
simple economy is chiefly characterized by a predominance 
of primary production, that is, of production of foodstuffs 
and raAY materials,' and a complex one by a predominance of 
production of manufactures, together, probably, with the 
types of business which produce services rather than com- 
modities i 4 ) rThese general characteristics are either based 
on or illustrated by such factors as. (a) certain basic geo- 
graphic conditions such as area, resources, climate, and 
location, which account for the prevailing territorial divi- 
sion of labor, that is for the existing regional specialization 
in production and exchange, (b) the relative position of the 
economic ‘ factors m production,’’ land, labor, capital, and 
‘ enterprise (cj certain consequent alignments in the in- 
dustrial striictuie, such as the comparative development of 
either primar}” or secondary industries, of conversion or 
fabrication types of industr}^ and of extensive or intensive 
industry, Td) the prevalence of “one-product,” and “cash- 
product ' industrial or the existence of industrial di- 

ver smcation ! 5 ) Further effects and indices of industriali- 
zation are to be found, not only m the structure of material 
industry, but also m greater or less degree m such factors 
as m 5 the relative position of finance, transportation, and 
o.her phases of the economic superstructure, (bj the form 
of the national wealth and sources of the national income, 
ic) the trend and employment of the population, and (d) 
many other economic and social phenomena and problems, 
including labor status, immigration, physical distribution, 
and even diet (6 j But perhaps more distinctly clear than 
any other phase of a national economy is its foreign com- 
merce, the character and direction of which serve as un- 
usually significant indices, since such commerce is an out- 
ward expression of the economic structure and its trend, in 
turn, the foreign commerce of a nation, and its probable 
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future development, rMay be fully understood only in terms 
of such fundamental factors. 

In the case of the United States, the process fundamen- 
tally accounts for such outstanding de'^elopments m its. ex- 
ternal relations as these (a ) an export trade composed of a 
decreasing proportion of foodstuffs and raw materials and 
of an increasing proportion of manufactured products; (b) 
an import trade showing contiary changes, (c) a slowly 
resulting tendency for foreign trade to be carried on some- 
what less With the other industrialized countries, that is. 
wnth Europe, and somewhat more with Latin America and 
Asia, which offer more supplies of raw materials and food- 
stuffs not domestically available and more potential markets 
for fabricated articles, (d) increases in foreign service in- 
dustries — foreign shipping, foreign financing — vitally af- 
fecting the balance of international payments, (e) a ten- 
dency towmrd the greater complexity and significance of 
foreign economic activities in general Corresponding 
policies follow, including encouragement of manufacture for 
export, less national attention to primary production for 
export, governmental and other public export trade promo- 
tion campaigns tending to stress fabricated articles, attend- 
ant tariff policies, measures to insure unrestricted and un- 
controlled purchase of essential foreign raw materials, and 
encouragement and direction of overseas shipping and for- 
eign financing activities Indeed, few major developments 
in natigjiai policy concerning foreign economic relations are 
not traceable in considerable measure to this change in eco- 
nomic structure As will be further illustrated subsequently, 
the economic position among other countries, and the evo- 
lution of foreign economic policy, present and future, may 
be fully comprehended and explained only in the light of 
the composition and trend of this national economic consti- 
tution. 



CHAPTER VIII 

DOMESTIC ENTERPRISE AND FOREIGN 
ACTIVITY 

STATUS AND ORG,\NIZATION FOR EXTERNAL 
OPERATIONS 

W HILE an analysis of national economies and their 
relation to world economy gives a view of the in- 
dustrial interrelations of nations which is in one 
sense fundamental it does not completely disclose the prac- 
tical extent *^and detailed ramifications of these relations 
Not onl^" 13 it true that the business of the world overflows 
international boundaries in matters other than trade alone, 
but it IS insufficient to dismiss industrial interrelations with 
the obvious generalization that certain industries of certain 
countries, or indeed all industries of all countries, are di- 
rectly or indirectly dependent upon foreign sources of supply 
and foreign markets for their products The industries of the 
world are even more directly and intimately interconnected. 
Consequently it becomes important, in a completeArcatment 
of the structural basis of international economic relations, to 
consider the status and organization of industrial enterprise 
in its international aspect This examination in turn is most 
logically made from the viewpomt first of domestic enter- 
prise in its relation to foreign business and secondly with 
respect to foreign and international enterprise proper. Such 
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a distinction is logicai^^ and useful, although it is not always 
easy to dissociate domestic and foreign enterprise, for the 
reason that to a remarkable extent m modern times the large 
industrial organizations of one country have reached out in 
various ways into other countries, so that in many senses 
the industrial fabric is a world fabric However, since 
political boundaries have the significance ^ey do, the dis- 
tinction betw^een foreign and domestic enterprise may be 
followed and the latter may first be considered Its status 
with respect to foreign business and its organization for the 
purpose are matters of considerable importance as are also 
the status and organization of foreign enterprise In short 
the freedom with which industrial enterprise may operate 
from one country to another is a matter of fundamental 
Significance 

THE STATUS OF DOMESTIC ENTERPRISE 

The question of the status of enterprise suggests^the matters 
of incorporation, combination, and taxation 

Incorporation 

Naturally in practically all of the highly developed coun- 
tries, where business is also consequently highly developed, 
there are elaborate s^^stems providing for and generally 
facilitating the incorporation of enterprises for industrial 
and commercial purposes These incorporation systems as 
a rule igyetvc little if any impediment to the carrying on of 
foreign business by domestic concerns However in certain 
instances special arrangements have been made for the pur- 
pose of facilitating such business, especially in certain 
regions where the incorporation systems are not so highly 
developed or are more or less disorganized It is also to be 
observed tfiat in at least one important country theie is the 
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question of incorporation under laws of the central govern- 
men! or under the laws of local governments That is, in 
the United States incorporation of industrial and other busi- 
ne^ concerns is generally a state rather than a federal 
matter. There are of course certain exceptions to this, for 
example, the federal government has set up special arrange- 
ments for national banks, and it is of course true that the 
national legislature has the power to create federal corpora- 
tions However such federal corporations are usually for 
some governmental or quasi-public purpose, as in the case 
of the former United States Gram Corporation and the 
present Emergency Fleet Corporation, and the fact is that 
there is no fixed or general corporation law under which a 
private concern may obtain a federal charter This system 
has perhaps no particular disadvantages for ordinary do- 
mestic purposes, but has possible disadvantages for the pur- 
poses of foreign business, since national incorporation exists 
in most of the other leading countries and since such national 
incorpdration carries with it a certain assurance of uniform- 
ity, stability, and prestige abroad In other words, it might 
prove of advantage for the United States to establish a regu- 
lar federal system of incorporation by which enterprises doing 
an interstate business or at least a foreign business might re- 
ceive a federal charter and consequently obtain a certain addi- 
tional prestige in other countries This matter, however, is 
apparently not one of great necessity and there would appear 
to be some doubt as to the constitutional possibilrtie^of fed- 
eral incorporation The matter of incorporation for foreign 
business becomes of larger importance in outlying parts of 
the world and particularly m countries where the powers pos- 
sess extraterritorial rights This is particularly illustrated in 
the case of foreign concerns doing business m China In 
that country the corporation laws are not highly developed 
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and many concerns 4f the leading countries have been op- 
erating there under varying status Many of them probably 
have needed no special legal status, particularly when they 
have obtained special rights, as by ct>ncessions from^the 
central or provincial governments Nevertheless certain 
powers have appreciated the usefulness of a special system 
of incorporation for concerns of their owp nationality op- 
erating in the China field Under the Hongkong Ordinances 
of 1911 ^ it was possible for British and other concerns to 
incorporate in that British colony and to carry on business 
in China, this was of special significance because of the com- 
mercially strategic position of Hongkong in much of the 
business of South China While the Hongkong Ordinances 
were those of a British colony, it is generally known that 
concerns of other nations including those of the United 
States took advantage of the system In 1915 " those ordi- 
nances were amended in order to facilitate such operations, 
their scope was extended so as to include types of 
companies, namely, Hongkong China Companies, tke oper- 
ation of wdiich would be directed and controlled from Hong- 
kong, and China Companies v/hich would be incorporated 
under the Companies Ordinance in Hongkong but the opera- 
tion of which would be directed and controlled from some 
place within the limits of the China Companies Orders-in- 
Council of 1915 For these latter companies jurisdiction of 
the British Supreme Court for China (the highest British 
extraterritorial court m that country) was added to that of 
the Supreme Court of Hongkong and the jurisdiction of these 
two courts was made concurrent A Hongkong Order-m- 
Council of the same year" which doubtless underlay the 

^ Ordinances of Hongkong, i9ii> No 58, pp 409-557 

^ Amendatory Ordinance, Dec 17, 1915 

^ Nov 30, 1915 
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amendatory ordinance made further p'-ovisions for the oper- 
atiofi of the China Companies, including their registration 
with the British Consul-General at Shanghai This order- 
in-council also provided that directors of the China Company 
should be British subjects residing within the limits of the 
order Thus m 1915 control of British-China Companies 
passed, in one s^se, beyond the jurisdiction of the colonial 
government of Hongkong and became subject to imperial 
jurisdiction under the extraterritorial system The British- 
China Companies system is an illustration of the special 
status which ma}^ be provided by a leading power for its 
enterprises wishing to carry on business beyond the terri- 
torial limits of the home country and the colonies, m out- 
lying regions, and particularly in areas where the extrater- 
ritorial system has existed 

This British system was utilized by concerns other than 
British, prior to 1915 and even from 1915 to 1919, but in 
the latter ydar a further order-in-council made for the ex- 
clusionof non-British concerns This ordinance provided 
that the majority of the directors of such a company and 
those exercising general control of its business must be 
British subjects and that general control must be conducted 
wdthin the jurisdictional limits of the ordinance This op- 
erated effectively to remove non-British concerns from the 
privileges of the system and led to agitation in the United 
States for a special S3''stem of American incorporation for 
Amenca-China Companies It is true that the IJmted States 
Court for China in 1917 held that the United States Corpora- 
tion Act for Alaska of 1903 could include American com- 
panies operating in China and that for such purposes these 
companies could incorporate by filing certain papers with the 
American Legation m China and the United States Court 

Order-*n-Council, Oct 9, 1919 
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for China ^ This ma^e-shift was considered insufficient and 
the agitation on the part of American interests continued 
until the United States Congress finally passed the China 
Trade Act of 1922 The act, aside frem many details ^not 
uncommon in incorporation acts, provided for federal in- 
corporation of American concerns doing business in China, 
with the requirement of registering with ^the Secretary of 
Commerce of the United States and with a provision de- 
signed to secure stability and to insure that the company 
should carry on the business for which it was incorporated ^ 
While technically an incidental point, one of the practical 
purposes in obtaining special American incorporation for 
America-Chma Companies was to put these companies upon 
a plane of equality with their leading competitors with re- 
spect to tax burdens The other purpose, however, included 
the general prestige of such xA.mencan concerns and their 
ability to attract the participation of Chinese capital. 

This matter of the special status of forei^ companies 
of certain nations conducting business in China it one of 
some significance but is not to be considered typical of the 
leading countries The fact remains that incorporation of 
domestic concerns for either domestic or foreign business 
is a largely standardized one throughout the principal coun- 
tries and involves generally no particular restriction upon 
foreign business nor any particular privileges for that special 
purpose 

• Combination 

One particular phase of the legal systems and politico- 
economic policies of the various leading governments with 

^ United States ‘Lj Paul McRae, United States Court for China, No 
586, filed Jan 9, 1917 

® United States Department of Commerce, Chma Trade Act 
with regulattons and formSj TIB, No 74, October 30, 1922 
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respect to industrial enterprise and j^rticularly enterprises 
conddcting a foreign business is of special significance This 
is the question of the extent to which they permit combina- 
tion The actual facts of industrial organization, m their 
combination aspects, m the leading countries will be sur- 
veyed below, but it may be observed here that considerable 
differences exist with regard to the various national systems 
The so-called anti-trust policy of the United States, finding its 
first national legislative expression m the Sherman Act of 
1890 and supported by the various other national laws and 
administrative actions, is well known This anti-trust policy 
wms somew^hat liberalized with respect to foreign business 
with the passage of the Webb Act of 1918, but apparently 
is still a somewhat more restrictive system than exists m 
the other leading countries In Great Britain the old com- 
mon law* doctrine of restraint of trade is still in force, and 
in that and many other important countries there are laws 
of one sort<)r another concerning what are known in the 
United«gtates as unfair trade practices,^’ but the generaliz- 
ation may be made that in all of the other leading countries 
industrial and commercial combinations may technically be 
effected more freely than m the United States and that this 
doubtless has had an important bearing on the foreign busi- 
ness of these countries 


Taxation 

WTiile the question of double taxation is an impo2;t^ one in 
iniernational business, it hinges somewhat more upon the 
taxation of foreign enterprise than upon the taxation of 
domestic enterprises doing business in foreign countries. 
Nevertheless it involves the latter process, and indeed to the 
extent that certain countries make exemptions in their tax 
systems for the foreign business of their domestic concerns 
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• 

they tend automatically to solve that problem and to that ex- 
tent to stop double taxation 

Necessarily the tax systems of the different countries 
vary considerably In general it may be said that many 
countries tax both foreign enterprises upon their business 
conducted v/ithm such countries and domestic enterprises 
upon both their domestic business and their foreign busi- 
ness It is this system which tends both^to hamper the 
international activity of business in minor ways and to 
lead to the problem of double taxation HmYever, inasmuch 
as results of agitation over the latter problem have been more 
for purposes of national business advantage, some leading 
governments have developed their tax laws in such a w^ay 
as to mitigate the over-lapping The matter of double taxa- 
tion is primarily one w’hich affects foreign enterprise and 
may be more fully considered in that connection in a sub- 
sequent chapter It may be noted here, however, that Great 
Britain has for some time provided liberal exegiptions for 
British companies upon their foreign business and that the 
^ United States has taken similar steps Thus under the 
present fiscal system American concerns are exempt under 
certain conduions with respect to income earned abroad and 
corporations are granted credit for foreign taxes on revenue 
from subsidiary companies ' Under certain provisions of the 
system Americans not residing m the United States for more 
than half a year are granted exemption in respect to income 
earned in a foreign country or in the possessions of the United 
States A 3 n the other hand, income of a foreign individual or 

^ U S Department of Commerce, Commerce Refori^^ March 15, 
1926, Revenue Act of 1926 Encourag-es Foreign Trade (Mitchell B Car- 
roll, Division of Commercial Laws) ’ 

N B For further facts concerning the status of domestic enterprise 
with respect to its foreign operations, mde following chapter, and also 
Appendix, 
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corporation on foreign shipping bus/ness is exempted {vide 
Re^/enue Act of 1928, Secs 212-b and 231-b) if the foreign 
country reciprocates, this rather reverses the principle as 
regards place of exemption 

In summary it is to be observed that national govern- 
ments m general place no large handicaps upon domestic 
enterprise with respect to its foreign activity, and that there 
is a fairly pronounced tendency for them to adjust their laws 
and policies with respect to such matters as incorporation, 
combination, and taxation in such a way as to facilitate and 
in some cases especially to encourage the foreign activity of 
such domestic enterprise. On the other hand the status of 
foreign enterprise wnthin a nation is somewhat different and 
in general somewhat more restricted and this question will 
be discussed further in subsequent paragraphs. Altogether, 
however, the extent to which under the existing nationalistic 
political systems there is freedom for international activity 
of enterprae is highly significant 

ORGANIZATION AND FOREIGN BUSINESS 

Of even greater importance in the matter of the foreign ac- 
tivity of the enterprise of the various nations is its organiza- 
tion While the status of business concerns in the laws and 
public policies of the countries of their residence unquestion- 
ably conditions the foreign business which they carry on, 
the form of industrial organization within the, liarmus coun- 
tries, even when effected originally for domestic purposes, 
has a large and extremely practical bearing upon interna- 
tional economic activities “The relative advancement of 
industrial progress and the effectiveness of organization 
strongly influences any country’s ability to extend its busi- 
ness activities into foreign markets in competition with 
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the producers located^ there or with producers of other 
countries ^ 

Consequently it is important m treating of international 
industrial activity briefly to examine the Jvind and extent of 
such organization m certain of the leading countries It has 
been estimated that just prior to the World War there were 
at least 2,500 combinations for controlling prices or in other 
ways for monopolizing industry and trade-in the various 
countries outside of the United States ^ While no summary 
estimates have been m.ade since the war it is very likely either 
that there are at least that many combines now in existence 
or that if there are a lesser number they represent larger 
units for the war did not check but rather accelerated the 
growth of such combinations At the outset it should be 
noted that the forms of industrial combination vary some- 
what in the different leading countries For example in the 
United States the so-called trust miovement is familiar as 
the prevailing characteristic in this regard, and. the trusts, 
while varying in mam" ways, some of them being of ^he so- 
-called horizontal type and others of the perpendicular type, 
are essentially highly unified organizations Again, in Great 
Britain industrial combination has frequently assumed the 
form of outright amalgamation, possibly exceeding even the 
trusts of the United States m unity and solidarity On 
the other hand m Germany, a country rather noted for its 
business combination movement and for the supposedly re- 
sulting advantages in world business, the cartel form is most 
typical, and contrary to popular belief in many countries the 
cartel is a relatively loosely knit organization although in 
certain important instances it has been superseded by a more 

® U S Federal Trade Commission, Report^ on Cooperation in Ameri- 
can Export TradCy 1916, p 77 

^ Notz, W F, and Harvey, R S, American Foreign Ttade^ Indian- 
apolis, 1921, pp 1 19 et seq 
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solid form of syndicate organization^. In other countries the 
fortii has varied^ but such variations may be summarized 
with the observation that in Canada and Australia there has 
been a strong tendency toward the “ trust system some- 
what similar to that in the United States, that m Sweden is 
found a considerable degree of outright amalgamation, and 
that in most of the other countries in Europe, including 
notably France and Belgium and also Italy, Switzerland, 
and the Netherlands, either the cartel or the syndicate form 
is predominant Finally, of course, there are still other 
forms and these are perhaps most interestingly illustrated in 
the case of Japan, v/here strikingly large and highly rami- 
fied combinations extending throughout the material pro- 
duction industries as well as banking and shipping and other 
economic activities have been built up on the basis of family 
control These different systems may be observed somewhat 
more in detail 

British Organization 

In vie'^v of the fact that the American legal system in its 
economic and other aspects is primarily a heritage of the 
English It is somewhat surprising to find that in Great Brit- 
ain the law places much less restraint upon industrial com- 
binations than it does in the United States The English 
common law prohibits agreements m restraint of trade and 
in general the policy is to encourage competition, this doc- 
trme being the center around which has been built the 
American s\’steni in both the common law "a^l^statutes 
Howe\er, British la'w does not prevent combination and ^the 
English courts give a wide scope to freedom of control, and 
they ha\e never interfered with the consolidation of com- 
peting industrial enterprises into a single company on this 
ground British combinations have been effected both 
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through agreements an4 through amalgamation, and amalga- 
mations have been common although they apparently h^ve 
not established monopolies m any large number of cases A 
few of the most typical British combines may be mentioned 
In the manufacture of spirits there have been three com- 
binations for the control of the business, these organized in 
part by the same interests, the three combines included a 
union of Scotch distillers, English distillers, and Irish dis- 
tillers and blenders of Irish whiske3^ A highly ramified 
combine for the manufacture and sale of soap has been built 
up around one company (Lever Bros , Ltd ). This group has 
extended its activities beyond British confines through some 
60 odd associated companies Factories for the manufac- 
ture of soap and glycerine have been established m France, 
Belgium, Holland, Switzerland, the Lmited States, Japan, 
Australia, New Zealand, Canada, and South Africa The 
control has also extended to raw materials, including oil mills 
m Africa, Australia, and Japan, coconut planta^ons m the 
South Seas, and African concessions and comentione wdth 
'the Belgian government for the cultivation and collection of 
palm fruit and oil extraction in the Belgian Congo This 
organization is not an amalgamation but rather a develop- 
ment of a parent concern wnth many subsidiaries, and while 
it has not established a world monopoly it is clearly an in- 
ternational combination. Another large British combine is 
that which has grown up in the salt industry, including at 
times a SaJ^ -Association for the regulation of tonnage and 
prices 

There are many cases of production combines, but com- 
bines for export or for production and export are also im- 
portant. Even some of the large concerns for expbrt trade 
alone have assumed significant proportions, as illustrated in 
the case of Jardine, Matheson & Company, an organiza- 
tion for China and other Asiatic trade with many affiliations 
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with banking and shipping and production enterprises (in- 
clutimg textile mills) in the Far East In other cases pro- 
ducers themselves have formed combines for export pur- 
poses^ as in the ouse of J. & P Coats^ Ltd ^ the Cotton 
Exporters Association, the Cambrian Coal Combine, and the 
Electrical Allied ilanufacturers ilssociation In still other 
cases there have been combinations of producers of non- 
competing but complementary products for export purposes 
Finally there are organizations such as the British Associa- 
tion of Industries, and indeed the gradation between amalga- 
mations of industrial producers on the one hand and the 
merely general associations of producers and exporters on 
the other hand is so fine that it is impossible to say just 
where combination leaves off and mere association begins 
Other instances of British industrial combination of a dis- 
tinctly international type will be noted below 

German Organization 

German industry has long been noted for its high degree 
of organization^^ Producers are in almost numberless m-" 
stances united in cartels, syndicates^ or other groups These 
combines extend largely to dealers as well as to producers 
and involve limitation of output, agreement as to prices, and 
many forms of regulation of terms and conditions of selling. 
Furthermore German industrial organization is related in an 
unusually intimate way WTth German banks and leading 

U S F^d^ral Trade Cuinmiss.on, of ck , pp publi- 

catiop IS njt s:r ctly up-to-date, but it repre'^ents the most compiehensive 
oTc.al con pXatxn of da^a or corrb.nes n larious countries, and is \ery 
L.=ciiii :r takv-H together scattered ma^eiials of later date Notz, W F , 
Har\e\, R S , cp a; , is au .nte.esting’ book of some-^Miat later date 
For miscellaneous dvta’led«>data of current nature, concerning both German 
and international cartels, zue the periodical, Kartell-Rundschaii^ Monats- 
ic/iriV f tr Red t urd H irtzzhaii i7n Kartell tmd Konzernwesen^ edited by 
Dr S Tschierschky 
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banks assist in financial^ combines and in some cases partici- 
pate in the industrial control There are also additional "‘af- 
filiations, including arrangements for the special promotion 
of foreign trade and including cooperation on the part of 
railways and shipping lines, so that German enterprise has 
been woven together into a total business structure looking 
particularly toward foreign activity in wa^s not exactly 
similar to, but to an extent scarcely less than, that of the 
British structure The prevailing form of combination has 
been the cartel The ordinary cartel is not so unified an 
organization nor so permanent a one as the merger or trust 
or amalgamation Ii has been defined as “ an association, 
founded by contract for certain periods of time, of inde- 
pendent enterprises belonging to kindred branches of in- 
dustry or of branches of industry with nearly identical in- 
terests, the individual members of the association retaining 
their independence but joining for the purpose of regulating 
production and sales according to common poiiits of view 
and in the common interest ’’ It might in fact be de3€ribed 
in American terms as a glorified trade association, with of 
course a much greater degree of common control than is per- 
mitted to trade associations under the American law" How- 
ever, not all of the larger German combines are merely car- 
tels in this sense, for some of them are syndicates with a 
much greater unity It has been estimated that the number 
of German cartels was 14 in 1879 ^’2-s 550 to 600 in 

1 91 1. Sonae of the German industries where cartels have 
been more pronounced are those of coal, iron, non-ferrous 
metals, chemicals, textiles, leather, rubber, wood, paper, 
glass, bricks, stones and earth, clay, food-stuffs, and elec- 
trical products In some of these the npmber of caftels has 
been large, at times more than 100 But the existence of a 
large number of cartels does not necessarily represent the 
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highest degree of combination, rathe^r the contrary, since the 
affiliation of the various enterprises m a given industry into 
a small number of com^bines obviously makes for a larger 
4egree of unity. ♦The German cartels are of three general 
t}"pes (i) agreements covering selling terms, (2) price car- 
tels, (3) selling cartels. The selling-terms cartels are the 
lowest form of cartel organization and their chief purpose 
IS to establish uniform regulation of terms of payment and 
of samples, and they have been associated, as in the case 
of silks, umbrella goods, and worsted spinning industries 
The price cartels have been the most numerous class Some 
of them fix prices directly, others fix a maximum output 
and make allotments to each member; some establish a divi- 
sion of sales territory among members, and still others allot 
to different members the production of different types of 
goods The true selling cartels are the most highly de- 
veloped t^^pe Their chief feature is a central selling agency 
uniting th^ sellmg business of the entire organization The 
proce?5ses of production may be left to the syndicate mem- 
bers but even this is frequently subject to cartel control: 
The central selling may be carried on through a member of 
the combine, through an outside house or bank, through a 
counting house or office established by the cartel itself, or 
through a stock or limited liability company established by 
the cartel for this purpose 

The particular importance of the cartel organization with 
respect to foreign activities is indicated by theia^that most 
of the important cartels engage in export trade and that in 
many instances they have established selling agencies for 
the particular purposes of export k further interesting 
point concerning status of cartels is that they are per- 
mitted by law to settle difficulties arising under the agree- 
ment by means of a board of arbitration which is separate 
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from the regular cour^js of the country In fact the public 
policy has been rather highly favorable to the existence of 
cartels. As in many other countries German law includes 
provision against unfair trade practices,* but such practices 
do not involve combination and m fact there is no prohibi- 
tion against cartels The traditional government policy with 
regard to cartels was expressed a short timf before the war 
by the Minister of the Interior who said that in modern 
economic development syndicates are inevitable and to a 
certain degree useful^ especially since by concentrating sup- 
plies commodities may be more efficiently utilized and price 
stabilization may extend stabilization to other things such 
as wages; he pointed out that w’here syndicates attained too 
large a power the state might have to intervene and con- 
vert them into state monopolies Indeed in certain in- 
stances the German state has intervened in cartel operation. 
In some of these cases the purpose was a restrictive one; 
for example in 1908 the government was dissatisfied wdth 
the high prices asked by the German coal syndicate and 
brought it to terms by obtaining British bids for supplying 
the German navy In other cases, however, the government 
has intervened not so much to restrict but to strengthen the 
syndicates and support their operations: this has been true 
m the notable case of potash Also in other instances the 
government has participated, as in the case of government 
ownership of certain coal mines and potash mines. In any 
event indc^scnal combination is not prevented but is rather 
promoted by German law and public policy 

In 1923 German} passed its first lavt substantially restricting com- 
bines A decree provided that cartels and other combines Vv-ould not be 
permitted to be prejudicial to the public ■welfare,” and a cartel court -vvas 
established Howe\er3 the law' recognized the legality of such organiza- 
tions, and it may be questioned whether this constituted any radical departure 
from the traditional policy 
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The German cartels have been se numerous that to list 
them would be a mere matter of compilation. However, 
some idea of their industrial scope may be obtained by noting 
the fields within which they operate Their adaptability is 
greatest in the industries producing raw materials and semi- 
finished products, since staples and bulk articles and goods 
manufactured ip large quantities can be most easily con- 
trolled by their agreements Topical cartels have existed in 
the cases of glass, cellulose, printing paper, leather, hides 
and skins, food products, and beer Non-bulky articles in- 
volving special skill and a limited market do not lend them- 
selves to cartelization so well, but even in such cases cartels 
have existed, m some instances uniformity being maintained 
by having an appraiser fix the price of each article How- 
ever the coal, iron and steel, chemical, textile, and other 
mining industries have witnessed the largest development 
of combinations, and the coal and steel syndicates have 
been notabK A particularly significant German syndicate 
has beeti the one for the monopolistic control of potash; this 
organization, supported by special government policy, was 
powerful before the war and since the war has remained an 
important factor in international economic relations Ref- 
erence has been made to the foreign activities of the Ger- 
man cartels. Such activities have been of various kinds. 
They have included remarkably widespread affiliations with 
production and marketing organizations of other countries, 
and have particularly influenced German export tra^proper. 
A most significant aspect of this effect upon export trade has 
existed in the case of the old steel syndicate which not only 
had a central selling agency, but paid bounties. The export 
bounties of the Stahlwerksverband from 1906 to 1915 varied 
from 5 to 15 marks per ton of half finished products con- 

ftde subsequent paragraphs for discussion of the potash syndicate. 
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Slimed Such practic^is offer the most significant illustra- 
tions of the importance m international business of the "or- 
ganization and activity of German domestic enterprise 

Organization in Other Countries 

Industrial organization on combination lines exists in many 
other important countries French industr}^ is more noted 
for its specialized production of particularly fine and artistic 
wares such as silks and laces and wines than for its bulk pro- 
duction of staples Nevertheless m France there are also 
many basic industries and there are many industrial com- 
binations^ even though these combines have not been so 
highly developed as m Germany and Belgium Such com- 
bines have existed in the case of coal and iron, iron and steel 
products, plaster, cement, phosphates, sulphuric acid, pe- 
troleum dynamite, silks, tiles, and dyes Combination has 
taken various forms, including mergers similar to those of 
England and the United States and cartels more akin to 
^those of Germany Instances of the former have existed in 
the case of the electric mdustr}" and in the case of a large con- 
solidation m the glass and chemical industries The latter, 
that is, the ordinary cartels, are usually not so unified as 
those of Germany, leave production proper to the member 
concerns, and do not even have central selling agencies, how- 
ever prices are fixed, and sales and sales territory are allotted 
The comptoir is a special form of combination which has 
been paracuTarly developed m France, and has largely cov- 
ered the iron and steel industries and has found notable ex- 

U S Federal Trade Commission, o/> cif ^ ^ 214 

For further earlier data on German industrial organization and its 
foreign activities, also U S Departmerft of Commeice, German 

Foreign Trade Organization fbv Snow, C D ), 1917, MiscAlaneous Series 
No 57 j U S Department of Commerce, German Trade and the W ar^ 
(by Snow, C D , and Krai, J J ), 1918, Miscellaneous Senes No 65 
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pression also in the case of salt production. The comptoir 
IS incorporated company composed entirely of manufac- 
turers who turn over to it the function of marketing their 
products It IS therefore somewhat analagous to the central 
selling agencies of the German cartels As a rule the comp- 
toir does not undertake to sell the entire output of the mem- 
bers, but rather^ arranges for a certain quantity which is ap- 
portioned among the members who agree to make no sales 
m market areas reserved for the comptoir; prices are fixed 
by the comptoir, but it makes no profits, all surplus going to 
the pioducers 

French law' and policy is favorable to combinations, the 
law has for a long time contained provisions against monop- 
oly, but price maintenance agreements have been held to be 
legal Compulsory syndication as found in Germany is not 
characteristic of France, but the government itself possesses 
an absolute monopoly of tobacco and matches There are 
some export comptoirs but they are not so important as in 
certain* other countries. 

Some of the industries in w'hich combination has been^ 
most important include pig iron, iron and steel products, and 
sulphur refining In the case of the aluminum industry there 
has been affiliation of domestic combines with an interna- 
tional syndicate An organization of manufacturers of wrap- 
ping paper has been important, and several combina- 
tions ha\e existed in the salt industry, with division of 
market territory One of the most famous Fre??ch<ombmes 
has been La Compagme de St Gobain which is not only one 
of the chief producers of plate glass but is also engaged in 
the manufacture of chemicals and has also had affiliations 
with an international plate glass syndicate which existed 
prior to the war If French industrial combination has not 
reached so high a point as that of certain other leading 
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countries, at least it ha^ been of much importance and in a 
number of instances has taken its place in participatioil in 
international industrial organization 

Belgium, a highly industrialized country, has been active 
in industrial organization at home and abroad The law 
prohibits conventions contrary to the public interest and in- 
terfering with the free exercise of industry, but no particular 
difficulties have existed m s^mdication Combination^ with 
provisions for price fixing, limitation of production, and 
partition of market areas, has been important in the cases of 
coal, steel (a central combination), glass, cotton textiles, 
Portland cement, and many other products In other cases 
a consortium has been formed for the purpose of developing 
industrial and trading activities in certain parts of the world, 
as in Japan 

The Italian government permits combination, in some 
cases compels and supports it, and promotes industry and 
coimnerce by bounties and subsidies Aside frcmi the com- 
pulsory combinations established by the government in 
certain instances the cases of Italian combinations have not 
been so numerous, but the movement has progressed con- 
siderably in recent times and has included metallurgy, super- 
phosphates^ and textiles In 1908 a law provided for a 
commission for the promotion of the citrus fruit industry. 
This body furnishes certificates of analysis for shipments, 
sells for producers, and ad\ances money to them, makes 
tests on ttie products analyzed, and fixes pikes Analysis is 
required but sale through the commission is not compulsory 
A most noteworthy case of combination in Italy is that with 
respect to sulphur The compulsory syndicate formed m this 
case and its participation with the sujphur interests of the 

U S Federal Trade Commission, cf at ^ pp 115-125 

Ibid , pp 127-130 
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United States form one of the mo^^t interesting instances 
of mternationai industrial affiliation and will be discussed 
below 

Industrial combination of the Occidental type is not prev- 
alent in Japan, but extremely large combines built on dis- 
tinctive lines are present there. These organizations are 
characterized by the fact that they center in many instances 
around family interests, and by the fact that they frequently 
extend not simply to one industry but to many fields of pro- 
duction and other business activities, including importation 
and exportation and the ownership and operation or control 
of plantations^ mines, factories, shipping companies, and 
banks They include the various Mitsui Companies, the un- 
dertakings of the Sumitomo family, and the Okura-Gumi, 
Takata interests, and the Suzuki interests These interests 
generally work in close cooperation with the Japanese Gov- 
ernment itself and in fact that government in a number of 
cases participates in enterprise While foreign enterprise is 
somew'hat limited in its activities of its own right m Japan^ it 
has frequently cooperated with the Japanese interests, as ^ 
in the case of a large American electric company, for manu- 
facture and sale in Japan The cooperation of Mitsui 
Companies is perhaps the largest single affiliation of indus- 
trial and commercial interests within a nation and is largely 
Upical of the combination situation m Japan 

Industrial combinations are found in many other coun- 
tries for both purely domestic, and domestiG««an4 foreign 
activities. In fact in the modern industrial organization of 
the world the task is rather to find regions where such or- 
ganization does not exist than to find cases where it does 
exist — at least so far^as the leading industrialized countries 

U S Federal Trade Commission, op at , pp i^o—i^q. 
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are concerned In Switzerland combinations have extended 
to the production of watches, chocolate, condensed fnilk, 
machinery, cheese, embroideries, and silk The affiliation 
of the silk industry with that of otheif countries has bejen 
important 

In Sweden the combination movement has tended to take 
the form of trusts rather than of cartels Dutch syndicates 
have been affiliated with international synciicates In Can- 
ada and Australia there has been a movement not greatly 
unlike the trust movement in the United States, despite the 
Australian policy of regulation of economic activity along 
rather unusually democratic lines Even in Russia prior to 
the war, in spite of the only partly developed condition of 
manufacturing industries, there were certain combines and 
in the case of certain metals these led to international af- 
filiations which w^ere of considerable importance 

Organization in the United States^ and 
THE Webb Act 

The history of industrial organization in the United Stales 
discloses a marked movement toward combination Such, 
combination has taken a number of forms, varying from 
mere price agreements to pools and mergers, but the most 
typical cases have been those involving a considerable de- 
gree of unity and permanence To most of these organiza- 
tions the term ^Hrust’’ has come to be generically applied; 
a true trust is a specific form which in many instances has 
not actually been present, but the term is commonly applied 
to all combines and has come to signify, at least popularly, 
the American form of business combination, with a large 
degree of unified control of production as well as of sale — 


Ibtd j 140-147, 155-160 
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a unity considerably greater, for exapiple, than that of most 
of the German cartels 

Agamsl such combines public policy crystallized rather 
sharply in the latter part of the nineteenth century, and 
culminated m a number of measures to prevent or dissolve 
them These included an application of the common law 
doctrine concerning restraint of trade and, largely upon this 
basis, certain legislation by the individual states and a series 
of Federal statutes and court decisions beginning with the 
Sherman Anti-Trust Act of 1890 and including the Wilson 
Tariff Act“" of 1894^ the Panama Canal Act of 1913,“’^ the 
Federal Trade Commission Act of 1914,'^ and the Clayton 
Act“® of 1914. The Sherman Act prohibited all contracts, 
combinations in the form of trusts or otherwise, and con- 
spiracies in restraint of trade, and all monopolies in restraint 
of trade (that is, interstate and foreign ^Urade or com- 
merce'^). The subsequent acts developed this policy and 
specified various types of restraint of trade and enumerated 
unfair trade practices vrhich were not to be permitted Thus 
in the United States the restraint of trade doctrine was defi- " 
nitely extended to include industrial combines In spite of 
this policy many large organizations were developed, but 
there is no doubt that the movement was at least partly 
checked by its enforcement During the World War, how- 

•“* For a tlas^iiicatjon and dcscnpt on of the \arious forms of busi- 
P'.s', corrbnaton m toe United Stages and an account of their growth, 

Hane\% L H , OrgaPizat,Ofi ^ for an analysis of law and 

pub.m poL:v a£ectmg them, Jones, E, The Trust Trohle7ff^%is-^the United. 

« 19221, a"d bv enson, R J The Xational Gozernment and Business 
( 192^1 , for a deia led treatment of the applicaCon of the anti-trust policy 
to domest c enterprise xH Us fore gn acmU'CS, and especially of the Webb- 
Foirer^^e Late, Rotz, W F , and Har\e}, R S y op cit,y pp 3-315. 

““ JuK 2, iSpo, 26 Stat 209 
August 27. 1S94, 2rS Stat 570 
Vlarch 1913, 3^^ Stat 560 
September 26. 1914, 38 Stat 717. 

October 15, 1914, 38 Stat 730 
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ever, at a time when the United States was being drawn more 
fully into participation m world business, partly because of 
the economic effects of the war, but in reality more because 
of the fundamental evolution of America^ national economy, 
there was a growing feeling that, however desirable this 
anti-trust ” policy might be for domestic purposes, it was 
unduly handicapping American enterprise in its competition 
in world business with the more effective Organizations of 
other countries The Federal Trade Commission made an 
extensive investigation of the combination system in various 
foreign countries As a result it pointed out the disparity 
between conditions in the United States and elseiyhere, say- 
ing In domestic business, competition, independence, 
and the play of individual forces is the settled policy of 
this country The law requires that this shall be the con- 
dition of business here Abroad the legal conditions are 
different In many countries combination is permitted and 
in some is even encouraged ’’ It recognized, that there 
were already in existence many very large Americaiuorgani- 
. zations doing an international business but observed that 
many smaller business units were without the advantage of 
size or cooperation, and that this advantage is particularly 
necessary in the case of staples, which occupy so important 
a place in American export trade Consequently, it recom- 
mended^"® special permissive legislation along these lines, 
with certain safeguards to prevent such combinations from 
monopolistiV operations within the United States. 

In 1918 the Webb-Pomerene Lawq commonly known as 
the Webb Act, was passed In brief^ this act exempts ex- 
port trade associations from the combination prohibitions of 

U S Federal Trade Commission, op , v 'iiK, 
f Ibni, pp 3 7 9-3 Si 

Aprii 10, 1918, 40 Stat 516 
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the anti-irust laws so long as they do not attempt to carry 
on ^rade within the United States or to monopolize domestic 
commercey^ and permits one corporation to acquire the stock 
of another if the Jatter is a purely export concern/^ but 
gives to the Federal Trade Commission the power of sup- 
pressing unfair methods of competition among such organi- 
zationSj^- and requires the organizations to register with the 
Commissions^ ^ 

Thus American policy was liberalized with respect to 
combination in a way designed to place American organiza- 
tions upon a plane of equality in competition m international 
business. A number of organizations have been formed un- 
der the act. But there is some doubt as to whether the sys- 
tem has been utilized as much as had been expected, partic- 
ularly by the smaller concerns which it was presumptively 
arranged to assist In any event it is of prime importance 
to note that the act extends to export trade alone, and in- 
cludes neither import trade nor the performance of manu- 
facturi:Qg processes abroad, as by branch plants While it 
permits combination of domestic manufacturers for the ex- - 
port sale of their products, it apparently does not embrace 
combination for production, and it is to be distinguished 
from the policy of other leading countries^ and has no partic- 
ular bearing upon international combinations Where such 
international combinations, m either production or sale, 
come within the scope of the American anti-trust laws they 
are still amenable to its restrictions On the otlieqhand, the 
largest competition in world business is apparently that 
vrhich goes on between the very large organizations, and 
organizations of this type had already developed without 

Sec 2 Sec 3 Sec 4 Sec 5 

£ g- , Concerns of the t\pe of the U S Steel, Standard Oil, Inter- 
national Har\ ester, S.rgci Seeding Machine, Remmg-ton Typewriter, and 
General Electric Companies 
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the aid of the Webb Ajt. Indeed, many of them are known 
to have established or obtained control of subsidiaries* or 
to have formed affiliations with other large organizations, 
in other countries The extension of 4 omestic enterprise 
into foreign fields, in production as 'well as in marketing, 
and the international knitting together of large industrial 
organizations, proceeds more or less inevitably m the present 
order of increasing unity m industry * 

THE TREND IN ORGANIZATION AND FOREIGN 
ACTIVITY 

There is no evidence that the movement towmrd industrial 
combination for both domestic and foreign purposes has 
lessened The disturbances of the World War necessarily 
dislocated many such organizations, especially in so far as 
they involved affiliations of business interests of countries 
"which were aligned against each other in that conflict, but 
both the immediate and the more fundamental effects of the 
w'ar were largely to promote the movement For example, 
in Germany there was a growth of compulsory syndication 
for war purposes,"® and in that country just after the w^ar 
industrial orgamzations were so powerful and so stable m 
comparison with political organizations that some of them 
were given semi-political duties in such fields as that of tariff 
administration 

Furthermore, in so far as governmental policy is a factor, 
there nas FFen a post-war tendency toward increasing of- 
ficial approval, as witnessed by declarations of official Brit- 
ish Committees, and, to some extent, by the Webb Law of 

Notz, Wm , Cartels During the Wa^,” in Jour 72 arof Political 
Economy^ January 1919, Vol 27, No i, pp 1—38. 

U S Department of Commerce, German Trade ay^d the War^ pp. 
SS et seq 
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the United States " As in the case oi the dyestuff industry, 
a mmber of leading governments actively encouraged or 
supported the movement The post-war wave of renewed 
nationalism, somewjiat temporary but in some respects a real 
force, tended all the more to promote unity of national in- 
dustrial organization for international competition in such 
leading countries as Great Britain, other countries of the 
British Empire,'Japan, and the United States The forma- 
tion of the Federation of British Industries, comprising some 
sixteen thousand manufacturing companies, while not a case 
of merger or cartel but rather of mere association, is indica- 
tive of the trend But the new nationalism, at least in mat- 

”” Some obseners see a later contrar} tendency For example, Notz> 
Wm. F , in an article on “Recent Developments in Foreign Anti-Trust 
Legislation,” in Y ala Law J ournal, Vol XXXIV, No 2, December 1924, re- 
fers to a German “Decree against the Abuse of Economic Power ” (issued 
November 2, 1923, under an enabling Act of October 13, 1923) as Ger- 
many’s first real cartel law, which law recognized the legality of caitels and 
other combines but stated that they shall not be permitted to be “ prejudicial 
to the public visdlfare,” and established a cartel court with exclusive juris- 
diction in cartel matters , the article refers also to other laws restricting com- 
bmes whith had recently been adopted in countries previously possessing no 
real anti-trust legislation, and observes a general tendency toward greater 
restriction than had been present m the war and immediate post-vvar period 
It seems clear, however, regardless of such laws, that the number and effec- 
uvencss of inciustr.al combmes, operating nationally and internationally, is 
at least as great at the present t.me as prev lously, and that this phenomenon 
is an established part of tne present-day system 

Ore of the manv examples of the trend, too numerous to catalogue 
here, is that of Br.t sh Sulphate of Ammonm Federation, Ltd , formed in 
1920 for the purpose of having a central sales organization One sec- 
tion of us s’xtn a^^nual report, m 1926, d.ait with an arrangement whereby 
a nevv s.u organ zauo^, N tram Ltd , was organized, to k««wadle other ma- 
tvrmls n add t on to sulphate of amnior a ThiS report pointed to the fact 
that “ s ni’lar oodios are alreadv m ex stence in Germanv', France, Italy, and 
Belgium' — L S. Departnien*" or Commerce, Chemical Division Cittvlar 
ISo Jnnuarv ii, 1297 Note No attempt is made in this chapter to 
describe du ^^jmerous cas^s of governmental subsidies and other assistance 
to . .duUriwS partly involving ad for foreign activity Thus the British 
Tradv FacB t ts Act of 1921 was estimated, late m 1926, to have resulted, 
m adid tion to assistance to otJher industries, m 30 loans for activities abroad, 
total Hg £13,652,000 
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ters of business tends riecessarily to abate, and the prevailing 
trend in the industrial organization for foreign business is 
one of increasing combination not only along national but, 
most significant, along international lines Modern indus- 
trial organization partly involves, therefore, international 
competition, but of greater importance is the fact that it 
tends more and more to override national boundary lines 
and to involve international cooperation Such direct in- 
ternational business affiliation and coordination will be par- 
ticularly considered in the following chapter on the status 
and organization of foreign and international enterprise. 



CHAPTER IX 


FORI^IGN AND INTERNATIONAL 
ENTERPRISE 

INTERNATIONAL ECONOMIC ACCESS AND 
WORLD TRUSTS 

I N THE foregoing analysis of the status and organization 
of domestic concerns for purposes of foreign business 
some indication has been given of the degree to which 
industrial enterprise goes beyond the confines of national 
boundaries But the full extent of this process is to be found 
only in an ••examination of the status and organization of 
foreigmand international enterprise. In other words, in the 
preceding chapter industry was viewed from within the na- - 
tion looking outward, and following this, it must be viewed 
from without looking inward and in its broader aspects which 
more or less completely transcend political boundaries In 
such an examination is disclosed the remarkable extent to 
which international business is world business, — with a 
system of infinite ramifications by which such business, con- 
sisting basically of production industries and'^.pplemented 
by commercial and financial arrangements, has become in 
many ways a world structure 

THE STATUS OF FOREIGN ENTERPRISE 

The status of foreign enterprise, like that of domestic en- 
terprise conducting foreign business, may be surveyed briefly 
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with respect to mcorpojation, combination^ and taxation^ to 
which may be added certain special questions of status such 
as that of concessions and that of so-called industrial prop- 
erty rights ^ 

INCORPORA.TION 

There is naturally much variation m the legal systems of 
the various countries as they affect foreigr^ enterprise^ al- 
though the most signiiicant point is that they involve, gen- 
erally speaking, as little restriction and discrimination as 
they do Few nations today are like Afghanistan or like 
China of the i8th Century Most of them permit sub- 
stantial freedom to foreign enterprise, even though it may 
be abridged m important particulars The truth is em- 
phasized by the very fact that such restrictions as exist are 
the subject of comment and frequently of diplomatic rep- 
resentation Broadly speaking^ it may be said that not only 
in trade but also m industry nations recognize .a common 
undertaking, and that the cases of governmental burners 
puilt upon nationalistic lines are the exception rather than 
the rule, in viewing the trees of restriction, in present day 
international relations, the forest of economic unity is often 
obscured 

Commerce Codes. The chief distinction concerning 
the legal status of foreign enterprise among the leading 
countries rests upon the difference between those legal sys- 
tems which possess and those which do not possess a com- 
mercial coded As remarked in an earlier chapter, generally 
speaking the Anglo-Saxon system of law includes two codes, 
a civil and a criminal, and in the civil code and to a lesser 
extent in the criminal code, are found provisions affeeting the 
status and sphere of operations of business enterprises, do- 

^ Cf, compilation, Commercial Laws of the World, cited, sufra^ 
chapter on ‘‘ The Legal Factor ” 
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mestic or foreign In other countries the legal structure of 
which IS modelled upon the French pattern, there exists a 
third, separate code, that is, the commercial code This 
code not only regulates business enterprise, but also provides 
for registration and sometimes for special adjudication by 
commerce courts This system, though not without its dif- 
ficulties, possesses certain advantages, in that commercial 
law is in some senses better clarified and standardized and 
more expeditiousty enforced 

In most cases the commerce courts have registry offices 
where every individual or firm, national or foreign, must 
register for purposes of conducting business, and must file in- 
formation of various kinds, including facts concerning the 
organization and even reports of activities and financial 
status It is sometimes considered that, generally speaking, 
foreign corporations are permitted greater scope of action 
and greater elasticity in business methods in countries where 
the commerce code exists, although they are at the same 
time more strictly supervised by the government 

Leading Countries. The situation in several leading" 
countries with respect to foreign corporations and agencies 
of foreign corporations may be referred to briefly 

In Great Britain there are no special laws applicable in 
a discriminating wmy to foreign enterprise “ If foreign na- 
tionals merely trade with Great Britain from their own 
countries obviously they are under no liability with respect 
to registration or taxation If business is carried on in Great 
Britain by the foreign national himself, or for his account by 
an agent, ^ such foreign individual or concern must duly 

“US Department of Commerce, Co??imercial Laws of E?i gland ^ 
Scotland, Germany, and France (by Wolfe, A J in collab with Borchard, 
E M j, S. A Senes No 97? PP 9 -t 7 > EX S Department of Com- 

merce, Commerce Reforts, March 22, 1926 Doing Business m Great 
Britam from a Tax Vievi-point,” by Carroll, MB) 

^ That IS, an individual, firm, or corporation, or branch, as direct 
agent m the strict sens^ — acting in the name of the prmapaL 
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register, filing if a company, a copy of charter or articles of 
incorporation and by-l 3 ws, a list of directors, and names ^nd 
addresses of one or more persons resident in England, to 
accept service of process and other notices Such legistra- 
tion is made with the Registrar of Companies for England 
and Wales, and with the Exchequer Chambers at Edinburgh 
for Scotland There are no general law^s preventing foreign 
ownership or participation m ownership of industry 

In the United States generally no distinction is made be- 
tv/een American or non-American enterprises in the corpora- 
tion laws Incorporation is within the respective jurisdic- 
tions of the several states, the corporation laws of which 
frequently distinguish between so-called domestic and foreign 
corporations, but the terms are here used usually in an inter- 
state, rather than an international, sense. 

In Germany, ^^with regard to foreign corporations, no 
special provisions are made in the Civil Code,’^ and “ the 
capacity of a foreigner to do business is judged >by the laws 
of the country of which he is a subject or citizen , There 
^are commerce courts and industrial courts, but these are 
only for special cases and have rather limited, special juris- 
dictions A foreign individual, firm, or corporation estab- 
lishing a branch m Germany must comply wdth the usual pro- 
visions of the Commercial Code with respect to registration. 

In France a foreign corporation wEich opens a branch 
establishment has all the rights of a French corporation. 
The registra^n procedure includes filing papers with the 
Registration Office and obtaining acceptance by the Di- 
rector-General of Companies of a responsible French 
representative ^ 

Without further detailed references to the commercial 

^ U S Department of Commerce, ComTTierctal Laws of England^ 
Scotland^ Ger?7ianyy ard Eiaiice^ pp 24—68 
^ Ibid y pp 69-106 
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laws of various countries ^ it may be observed that the lead- 
ing nations generally impose no special restrictions upon 
foreign enterprise, nor upon foreign ownership or participa- 
tion in ownership of industrial property, beyond the usual 
formalities of registration and provision of responsible rep- 
resentation and the requirements of conformity to the com- 
mercial laws of the country 

However, it ^an by no means be said that the freedom 
of international enterprise is complete Important countries 
restrict alien ovmership of property, and in certain instances 
governments outside of their ordinary commercial laws im- 
pose special restrictions upon such activities as the exploi- 
tation of natural resources 

In Japan,' as m the leading European countries, the right 
to do business is contingent upon registration, which applies 
to both corporations and branches Such foreign corpora- 
tions and branches may conduct practically any business, 
under the same conditions as a Japanese company, but they 
cannot ^arry on operations that are restricted to Japanese 
subjects This exception is important, since an alien can- 
not own land or operate mines or operate ships under the 
Japanese flag. He may acquire stock in a ship-operating 
company, but the majority of the stock must be held by 
Japanese subjects Some Japanese companies themselves 
prohibit sale of their stock to aliens, but this is a private 
matter not resulting from commercial law. However, by 
law" aliens are prohibited from owning stocl^n the semi- 
public banks (the Bank of Japan, the Yokohama Specie 

^ For a detailed treatment of many of these and bibliographies on the 
subject, s-ids ibid , also data compiled by the Duision of Commercial 
Lax^s, Department of Commerce, appearing from time to time m Co^n- 
merce Reports Vide also Appendix, tnfra 

^ U S Department of Commerce, Dotng Business Under Japanese 
Company La<ws (by Rutter, F R ), T I. B , No. 46, 1922. 
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Bank, and the agriqiltural and industrial banks and in 
stock and produce exchanges But companies incorporated 
in Japan, regardless of nationality of stockholders, may own 
land and operate mines Thus, whiles foreign enterprises, 
if established as Japanese companies, may conduct business 
on practically the same footing as domestic enterpiises so 
mcoiporated (that is, registered), and while such foreign en- 
terpnses even if registered as foreign branches, may con- 
duct many types of busmess, the limitations upon the eco- 
nomic rights of aliens in Japan are important 

An extreme type of policy restrictive of the rights of 
foreign enterprise is that of Soviet Russia In the early days 
of the Soviet regime, when the attempt vras made to abolish 
private capital, foreign enterprise wms at least nominally de- 
barred from operations within Russia With the establish- 
ment of the so-called N E P (New Economic Policy) the 
system was somewhat moderated, and foreign capital was 
in some cases encouraged to enter. The new' system ^ in- 
cluded special economic rights of foreigners undef specific 
^ treaties, rights for other foreigners as granted by the Peo- 
ple's Commissar for Foreign Affairs, certain limited rights 
to establish small industries (the large or essential industries 
still being nationalized), limited and carefully controlled 
rights with respect to mercantile property and patents and 
trade-marks, privileges of carrying on foreign trade under 
license from the Government (foreign trade being a govern- 
ment monopul}^)^ and, perhaps most significant, special con- 
cessions to exploit resources and carry on other industrial 
and commercial activities under particular conditions speci- 
fied in each case by the Soviet authorities — one such con- 
dition being the reversion of ownership to the Russian state 

^ U S Department of Commerce, Commerce- Reforts, June i6, 1924 
(Rights of Foreigners Under So\iet Laws) 
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at the end of a given period. The gradual liberalization of 
policy in these respects and the supposedly numerous foreign 
concessions consequently granted were significant indica- 
tions of the Soviet realization of its need of foreign enterprise 
for the development of its resources and industries. 

Between these extremes are many special restrictions of 
varying types As seen in the case of Japan, leading coun- 
tries may offer technical freedom to foreign enterprise, but 
while giving with one hand may take away with the other. 
Even m France, it was reported in recent years (1922), a 
legislative bill was drafted which proposed to forbid all 
foreigners to hold real estate in France or to lease property 
for more than nine years without formal governmental ap- 
proval, existing foreign-owmed real property to be passed 
upon and sold in case of refusal of approval, this proposal 
being protested by the American Government under the 
Franco- American treaty of 1853 which established recipro- 
city with respect to real estate ownership. In some cases 
such exclusion is prevented or made difficult by the terms of 
e.Tistmg treaties, but in many cases it is not Other cases of ' 
actual or attempted restriction of rights of foreign enter- 
prise in specific matters are too numerous and various to 
enumerate or summarize, but it may be said that probably 
the most common type of such restriction is that placed upon 
the exploitation of natural resources, particularly of petro- 
leum and minerals considered to have a strategic character, 
hlany of these cases will be noted in subseqlJent chapters. 
They are not unnatural in view of the increasing emphasis 
placed by the governments of leading countries upon the im- 
portance of supplies of essential materials for industrial and 
military p'urposes , 

Yet the surprising thing is, not that there are so many 
of these restrictions, but rather that there are so few and 
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that in an order which is politically nationalistic the business 
interests of one countf*y are generally permitted not oitiy to 
trade with those of other countries but also to enter the 
political confines of most other counties for purposes of 
both trade and general industrial activity^ frequently on 
practically the same basis as domestic enterprise Indeed^ 
the restrictions placed by national policy upon international 
trade pioper are probably greater than th^se put upon for- 
eign industrial enterprise itself International trade is rather 
distinctively foreign ’’ trade^ but foreign enterprise often 
blends almost imperceptibly with domestic enterprise. 


C03-IBINAT10N IN Foreign Enterprise 

The legal systems and the economic policies of the various 
countries apparently set up no special restrictions whatever 
with respect to combinations of foreign enterprise For- 
eign industrial organizations ma}" combine to •whatever ex- 
tent is permitted generally by domestic law For example, 
in the enforcement of the American anti-trust laws, the 
American Government has proceeded against affiliations of 
foreign and domestic concerns, as in the case of the British- 
American tobacco combine, but this has been merely an ap- 
plication of domestic law vrithout regard to nationality In 
a sense the large international industrial combines have ex- 
tended their operations into a sort of political no-man's land 
where there no government or law, although the}” are of 
course separately liable to the laws of each country in ivhich 
they incorporate or operate Certainly there are many such 
affiliations, and while in some respects they are regarded as 
menaces to mdusinal democracy, m other respects-they must 
be view'ed as striking and fortunate examples of an economic 
world unity which is much greater than world political unity- 
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Taxation of Foreign Enterprise — The 
Problem of Double Taxation 

Much of the question of the taxaiion of foreign enterprise is 
comprehended in what has been pointed out regarding incor- 
poration. Naturally enough, foreign enterprise is taxed as 
well as domestic enterprise But generally speaking it is 
not subject to any large degree of discrimination, m the 
various countries, that is, to special taxation because it is 
foreign, and this is true of foreign securities as well as foreign 
branches For example, m Em ope there are relatively few 
special tax provisions for foreign securities ® In France, 
while ^The tax rate is virtually the same as for French se- 
curities,” foreign securities may not be issued or quoted on 
the bourse until a responsible French agent has been named 
In Belgium there has been a special stamp tax on security 
issues of foreign companies, and in other countries there have 
been some c^es of special taxes placed upon the capital of 
foreign companies employed in operations in such coun- 
tries But these are m the nature of exceptions which prove , 
the rule 

For the most part foreign companies are taxed in the 
same manner as domestic concerns, the tax applying to that 
part of the business carried on within that country In 
Great Britain this is the case The so-called “ rates ” pay- 
able to municipal authorities and based upon rental value of 
premises, and the indirect taxes such as the ^amp tax on 

^ U S Department of Commerce, Taxation of Securities in Eurofe^ 
by Carroll, M B ), T I B , No 326, 1925 YiEe also other bulletins of 
the D2\ismn of Commercial Laws, Department of Commerce, reg-arding 
taxation m \anou5 oantnes, eg I B ’s 190, 242, 249, 258, 282, 287, 
and 296 V*de also Appendix, infra 

U S Depart r^nt o'f Commerce, Commercial Lavjs of England^ 
ScQilahd and Gern^an'i^ and France^ pp 15 al. Commerce Reforts, April 
30, 1923, p 316, Commerce Reforts, March 22, 1926, pp 703 et seq 
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various business documents, are levied upon foreign as upon 
British enterprise, the companies income tax is applied on 
that part of the companies’ operations conducted within 
Great Britain There is a twilight zone in the distinction 
between tradmg within the country and merely with the 
country, a law of 1915 declared that foreign non-resident 
principals should be assessable for income tax purposes in 
the names of their agents within the UnitSd Kingdom, but 
the Finance Act of 1922 provided that non-residents should 
not be so taxable in the name of a regular broker, and that 
only agents acting in the name of the principal should be 
liable in behalf of foreign principals. Certainly w'here trad- 
ing is clearly with and not within the United Kingdom there 
is no tax liability In France foreign corporations pay in- 
come on the taxable portion ” of the total interests or 
distributed dividends,” the amount which the registration 
of the company fixes as that part of the capital of the foreign 
corporation Tvhich is especially devoted to French business, 
and the tax is levied upon the dividend or product from this 
portion of capital In Japan the branch of a foreign com- 
pany has the same tax status as a Japanese company, it is 
taxed upon the business done in Japan and the profits earned 
there By way of summary it may be repeated that, with 
certain important exceptions and certain variations in de- 
tails of application and computation: (i) When foreign con- 
cerns carry on business with a country they generally incur 
no tax liabiL^y by so doing, except, of course, for such spe- 
cial taxes as import duties, which, how^ever, are at least in 
the first mstance paid by the importer; (2) if foreign en- 
terprises carry on business, by way of production or trade 
or otherwise, within a country, they ^usually, m the case of 

U S Department of Commerce, Domg Bustiiess Under Jafanese 
Company La‘wSj p 7 
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the leading countries, have the same tax status in such op- 
erations as have domestic concerns, including not only real 
property taxes but also income taxes; (3) m such cases the 
taxable portion of business is usually, though not always, 
only that portion carried on within the taxing country 

In view of these facts it might be supposed at first glance 
that there is little double taxation of enterprise carrying 
on internationaF business. There is, however, a consider- 
able amount of such double or other multiple liability, and 
the problem is made more serious by the fact that at the 
present time income taxes are largely prevalent in addition 
to taxes on property and on other things such as documents 
Income is much more fluid than real and many other kinds 
of property, and by flowing from different sources may be 
taxed at source and at residence, and the latter may in- 
clude more than one place, such as place of incorporation, 
place of management, and residence of individual participant 
In general, *mternational plural taxation arises not because 
countries attempt to tax all of the business of enterprises 
conducting part of their business there, but because coun- 
tries frequently tax all of the business, domestic and for- 
eign, of their own enterprises, and also the business of for- 
eign enterprises conducted within their borders 

The question of international double taxation is not simply a ques- 
tion of foreign enterprise, for ob\iously it affects investments where no 
extension of management or operation occurs, and investments which are 
of neither xodustrial nor commercial character (e g purchase by a citi- 
zen of one country of bonds of a foreign gov einment one sense it 
IS a financial question, appropriate for treatment under the caption Fi- 
nanced However, in the present analysis of international industrial re- 
lations, which underly international commercial, shipping, and financial 
relations, the taxation of foreign enterprise assumes perhaps its most funda- 
mental importance and must be taken into account 

The" following illustrates the process If an American corpora- 
tion forms a subsidiarv company m one European country which in turn 
establishes sales agencies m other countries, tax liability is not only in- 
curred in every countr}=^ where business is done, but, in many instances^, the 
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The tax systems of certain leading countries have been 
partly liberalized in this regard. Great Britain exempts its 
nationals under certain conditions from payment of tax on 
income earned abroad and subject to taxation there The 
liberalizing process in the United States in a sense began 
With the passage of the China Trade Act of 1922, which to 
a certain extent, as noted above, exempted companies in- 


pronti; of th- siLs .ire Fust, ir the count^\ -where they are 

made, secc’iuh, as pmhts of tht, sub.ici.a:\ coiipaP}, thmdl\j as di\ mends 
of the subs d ar\ compap} , and foumib , as part of the prohts of tne 
Amerman compan} subj^-ct to the Unwed States tax If an American com- 
pany has me cl} a branch establishment in anoth.,r counti}, Ws piohts aie 
first taxed in the country of m\estment and then in the United States If 
an Ameiican citizen owns foreign securifes, th^ diC’dends and interest are 
fiequentl} subject to taxation .n the countiv of investment and subsequently 
to the income tax of thiS countrv ’’ — U S Department of Commerce, 
Com??iefCt> Repot tiy November 15, 1926, pp 3S7— 3SS 

An example both of the degree of Uabuitv of fore gn enteipnse 
and of the tc^^denc^ toward exemption is found in the fubo.ving summarv 
of the system in Itah except on to the usual pi^^Ciples of Uabihty 

was made by the decree of November 16, 1922 (No i63-5-)5'm order to in- 
vite the influx of foreign capital into Itaiv Upon authorization of the 
Finance Mmistei, interest on loans cort. acted and bonds issued abroad he- 
' fore December 31, 1928, bv corpoiat ons, communes, provinces, and other 
entities, is exempt, provided such loans and bo'^ds do not consntute a trans- 
formation of debts already owed to foreigricis Foreign individuals 

and coiporations aie taxable in Italv on revenue derived from commercial 
or industrial operations m that countrv The foreign enteipnse is liable on 
Its Italian profits if it does business in Italv continuous!} through a blanch 
or agent acting in its name On the other hand [in the case of a com- 
mercial, rather than an industrial, transaction], if it sells direct to Italian 
customers, even though orders are taken from fme to time by an inde- 
pendent Italian broker but subject to the acceptance of the exporter, no 
taxation is incur,. n The decree of December 16, 1923 fNo 3026), 

authorizes the Minister of Finance to grant, with the appro^ al of the Coun- 
cil of Ministers, to corporations having their seat in Italv, an exempt on m 
respect to mcom. earned bv then branches Oi subsMmries e'tabl shed in 
foreign countries, piovided such income has been subiect to similar taxa- 
tion m the foreign countrv Thw provision also applies to salaries and 
wages paid bv such companies to their employe«s in the foreign branch or 
subsidiarv vvho are permanently lesident abroad^’ — U S Department of 
Commerce, Cottunerce R^potis^ Revised Svstcin of Taxation in Italy ” (hj 
Carroll, Mitchell B), November 29, 1926 
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corporated under the act from payment of income tax on 
their China business/^ the credit allowed being computed 
as an amount equal to the proportion of the net income de- 
lved from sources within China which the par value of the 
shares of stock owned by citizens of the United States or 
ChmUj resident m China, bears to the par value of all out- 
standing stock. However, the general exemption system 
for income earfied and taxed abroad appeared as early as 
1918, in the Revenue Act of that year. Finally, as also 
noted above, the United States Revenue Act of 1926, going 
beyond earlier acts, adopted more liberal features with re- 
gard to American business in all other countries In sub- 
stance it provided (i) exemption from income tax, under 
certain conditions, for Americans residing abroad, in respect 
of income earned abroad,^® and (2) credit for income taxes 
paid to foreign governments, but the difference to be col- 
lected by the United States if the foreign tax is smaller than 
the American tax It also included certain exemptions to 
Ameri<?ans on income derived in possessions of the United 
States and, following the acts of 1921 and 1924, provided 
for reciprocity in taxation of income from shipping busi- 
ness These cases are indicated as examples of the tendency 
of leading governments to adjust their systems of taxation 
in such a way as to prevent or mitigate international double 
taxation, by exempting their own nationals, individuals 
and corporations, from taxation upon their foreign business 
or upon their income earned abroad This^ndency is so 
far from complete that, as stated above, much double taxa- 
tion still exists, but it is m line with what is the most gen- 

Sect on 2u a^iending Section 264, Title II, of Revenue Act of 1921 

Secuon 213 ib) C14J 

Section 222 

13) Section 262 

Section 213 (bj Vide sufra^ Chapter VIII, p 267. 
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erally prevailing concept, namely the theory of origin 
or belief that it is the colintry in which the business is trans- 
acted or the income arises, rather than the country of home 
residence of the company or individual receiving the income, 
that has the primary right of taxation Or, perhaps more 
accurately stated, the concept appears to be that the most 
expedient solution is for what may be termed the '' head- 
quarters country to do the exempting and ht the country 
of origin (of income), or what may be termed the country 
of operations ( except for shipping) ^ do the taxing 

The question of international double taxation in recent 
years has been the subject of considerable international 
attention In most of the international discussions of the 

LUnbtitut Intermediary International, the Hague, in 1919 under- 
took a sur\c.y of the problem and a collection of data, certam European 
States ( including the “ succession States ” formerly of the Austro-Hurgarian 
Empire j adopted resolutions at a confeience in Rome, 1921, the Congress 
of the International Chamber of Commerce, London, 1921, also adopted 
resolutions on this question, the Brussels Financial Confcrenc«*of 1920 con- 
sidered the matter and lef erred it to the Pro\iSional Econoimc and Fman- 
cial Committee, which presented two mernoianda, in 1921 the financial 
Section of the League of Nations in\ited Sir Josiah Stamp, of London, Dr 
Seligman, of New York, and others, to report on the subject, winch they 
did in 1923, the League formed a group of experts, who presented reso- 
lutions which were published b} the League, February 7, 1925 , a committee 
of the International Chamber of Commerce, headed b\ Prof T S Adams, 
commented on these resolutions, a larger group met under the auspices 
of the League m Tvla\ 1926 to draft Wpes of bilateral and multilateral 
conventions for nations to conclude to sohe the problem in their lespectue 
relations, a conference was called to meet in 1927, separatc.1} from the 
International Economm Conference to meet at Gene\a in 192- The spe- 
cial conference o^j-.^perts, of 1927, considered model dratts of con\entions 
For basic treatments of the problem, sjide esp League of Nations docu- 
ments fi) Memorandum on Double Taxation^ b\ Sir Basil P Blackett, 
and Note on tJ^e Effect of Double Taxation ufon the Placing of Investments 
Abroad, prepared for and circulated bv Sm Basil P Blackett, Report on 
Double Taxation, submitted to the Financial Committee b\ Professors 
Bruins, Einaudi, Seligman and Sir Josiah Stamp, Double Taxa*i(j 7 ^ and Tax 
Evasion, Report and Resolutions submitted by the Technical Experts to the 
Financial Committee of the League of Nations^ Gene\a, 1925 Vide also 
Appendix, infra 
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problem two principles have emerged as apparently receiv- 
ing the support of most nations, namely ( i ) national treat- 
ment in matters of taxation, that is, no discrimination 
against foreign enterprise, and (2) the primar}^ right of taxa- 
tion at “ origin,^’ that is, at place of activity or of source of 
income within the country where the investment is made 
rather than at place of headquarters of the enterprise or of 
residence of th^ investor For example, the principles enun- 
ciated at the 1921 Congress of the International Chamber 
of Commerce included the following (a) With regard to 
incomes earned and collected within a country, all tax- 
payers, both citizens and foreigners, -whether resident m the 
country or not, should be treated alike, i. e , there should 
be no rebate in respect of income going out of the country,’’ 
and (b) ''if income earned and collected abroad cannot be 
entirely free from Lability, it should be the object of a con- 
siderable rebate m consideration of the tax on such income 
already levied in the country of origin ” Thus the tendency 
in both theory and practice is for the headquarters ” and 
investing countries to undertake the relief of double taxa-- 
tion and to leave the countries of ^'operations ” of the en- 
terprises and of investment free to continue taxation on such 
international business as comes within their confines 

Howevei, the oilier side of the question has been pointed 
out It is observed that where investments have already 
been made or operations begun and the country of place of 
investment or operations adopts new or incr^sed taxes the 

“•" ViJe Lec.g:ae of Nations, Committee of Experts, of ett , and ar- 
ticles b\ Sir Jos an Stamp, published m the Maachester Guardian^ Manches- 
ter, a’M reprinted in the Economic Worlds N Y, October 14, 

192a Foi^unotrc al discussion of the problem of double taxation, ct also 
art on Irtcrnational Comity m Taxation,” by Crobaug'h, Clyde, J , m 
Jo^rnri Pol ticad Econonn^ Vol XXXI, No 2, April 1923, and art on 
Double Taxation ” b\ Ma\, George O , in Foreign Ajf^i-rs^ An American 
Quaricrlv Reaevjj Vol 5, No i, October 1926 

N B Vide also Appendix, mfta 
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result for a time may^be actual double taxatioiij but that 
where such taxes are at all foreseeable or where they exist 
before the investments are made or the operations begun 
the effect is to deter foreign enterprise o? in the case of ii> 
vestments to cause a natural economic repercussion, that is, 
an automatic adjustment of interest rate so as to provide 
standard yield o\ er and above tax burdens In a word, the 
incidence may be shifted Viewed in this way it is the 
country receding foreign enterprise or foreign capital and 
not the country sending it that should have the greatest in- 
terest, for its own welfare, in mitigating the rigors of double 
taxation But this point is somewhat more applicable in 
the case of pure investment than m that of physical opera- 
tions of industrial and commercial enterprise, and m any 
event such a question rests upon the relative ratio of supply 
of enterprise and capital in one country and the need of it 
m another country, and such a ratio, like that of supply and 
demand for commodities, is variable The fact' that it is 
the ^“home ” countries which are beginning to take tKe lead 
in sacrifice of government revenue to relieve double taxa- 
tion and facilitate the extension of business abroad m the 

The following summanes illustrate the trends (a) The experts 
, proceeded to la\ down rules Income from real estate (or 

mortgage thereon) and income from aguculturai enterpriSv,s are attributed 
to the country m which the property is situated, earned income to the 
country in which the services are rendered, income from business to the 
country where the business m conducted — an apportionment to be made 
if the business is earned on in more than one country pro\ided that in 
each there is a real establishment and not a mere agenc} Incidentally tne 
experts recommended as a concession to practicabJit^ that maritime na\ 
gation undertakings should be taxed in only one country, namely that in 
which the effects e control was exercised — a proMSion similar to that in 
our owm statutes exempting on a basis of reciprocity the earnings from 
shipping registered under a foreign flag These rules ha\e*been ap- 

pro\ed by the International Chamber of Commerce and are sub'^tannally 
Similar to those embodied in our own Federal legislation’^ — hlay, George 
O, op at (in Foreign Afatrs) (b) ‘mVccordrng to the resolutions of 
the technical experts of the League of Nations, which will probably be re- 
flected in the con\entions to be drafted in January, income from immovable 
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present day order is primarily a process typical of the gen- 
eral extension of both capital and enterprise (using the 
term “ enterprise ” m the narrower sense ) outward from the 
industrialized and capital surplus and ‘‘enterprise sur- 
plus ” countries 

It is also significant that m addition to the international 
discussions,'" certain governments are not only taking legis- 


property shall be taxed by the State in Tvhich the property is located, in- 
come from public funds, bonds, loans, and current accounts, in the State 
t\here tne debtor resides, and revenues from shares or similar interests, m 
the country in vhich the real center of management of the undertaking is 
located Capital in\ested in any industrial, commercial or agricultural 
undertaking, and other income from such enterprises oi from any other 
trade or profession carried on permanently, shall be taxable in each of the 
countries m t^hich stable establishments are located The fees of mana- 
gers and directors of share companies shall be taxable in the country wheie 
the undertaking has its real center of management The salaries, or other 
remuneration of any kind paid to employees, shall be taxed in the country 
^\here thev are earned The principle inaugurated by the United States in 
the Re\enue Act of 1921, regarding the taxing of shipping enterprises only 
in the country to vhmh thev belong, has also been recognized by the ex- 
perts . The atntude of the double-taxation committee of the Intei- 
natiunai Chamber of Commerce, on Vrhich a number of leading American 
citizens ha\c acn\eU scr\ed, is more practical In the first place, the conv 
mittee stresses that each of the States concerned may tax only that portion of 
the net mcome produced m its oivn territory, and that, therefore, the finan- 
cial authorities of each State concerned may request the taxpayer to pro- 
duce some documents but only such documents as may be relevant m de- 
termining the profit derned by the enterprise from the business carried 
on m that State The Committee of the International Chamber of Com- 
merce also proposes that an exemption be accorded to a foreign firm hav- 
ing merelv an agency in the taxing country that is not an integral part of 
the foreign enterprise and is established on a basis of commission only The 
remuneration of the agent alone should be taxable In the mean- 

time, manv European countries have been tr;^ing to solve the problem of 
eas r»g the tax burden on international trade by means of agreements In 
1921 a con\ent.on was signed at Rome by Austria, Hungary, Italy, Yugo- 
slavia, Poland, and Rumania Moreover, Austria, France, Geimany, Great 
BFitam, Ir sh Free State, Italy, Spam, Sweden, and Switzeiland have been 
partes to'bilateral treaties” — U S Department of Commerce, Commerce 
Report , December zo, 126, pp 72S-729 (art by Carroll, Mitchell B, on 
Tax ReLef for International Trade Sought”) 

Interna'-ional discussions tend toward more equitable treatment, not 
only m taxation, but also m other matteis of status Cf proceedings of 
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• 

lative steps to solve the problem, but are also considering 
bilateral and even muliilateral conventions for mutual Ar- 
rangements to solve it as a phase of their foreign economic 
relations j this is but one example of the possibility and de; 
suability of extending ''commercial treaty’^ structures to 
include much more than simply tariff miatters, in other 
words, to make of such treaties economic treaties which, 
in either specialized or general form, may v?ell be made to 
cover most if not all of the various phases of economic re- 
lations Further, the fact that much attention is being 
given to international multiple taxation and that some sieps 
are being taken by national governments to remove it, w^hat- 
ever form these measures may take, is one of many examples 
m different fields of business activity of the gradually in- 
creasing consciousness of the necessity of world-wide scope 
for economic processes 


Industrial Property Rights 

A special phase of the problem of the international status of 
enterprise is that relating to so-called industrial property 
rights, that is, patent and trade-mark rights Practically all 
countries where economic civilization is at all highly de- 
veloped, have special systems for the establishment and 
protection of such rights. This is true even of those coun- 
tries, such as the United States, in which private monopoly 


Congress of International Chamber of Commerce^ Stockholm, June 27 
to July 2, 1927 (for dig-est — U S Department of Commerce, Commerce 
Reports, August 8, 1927, pp 328—331) Cf Reiolutioui of Internattonal 
Economic Conference, Gene\a, 1927 I Ltbertv of Trading , — ^ Eco- 
nomic and Fiscal Treatment of Nationals and Companies of Ore Country 
Admitted to Settle m the Territory of Another (U S Department of 
State, Report of the Chairman of the American Delegation to the Inter- 
national Economic Conference, Geneva, May 4, May 23, 1927, Annex II, 
pp 4 - 5 ). Vide also Appendix, present -volume, infra 
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m industry and trade is generally opposed by public policy, 
for' while patents and trade-marks "m essence are frankly 
grants of monopoly, they are generally recognized as desir- 
aj)le The historic^al growth of this distinction is of inci- 
dental interest, since originally grants of special rights by 
‘ patent ” extended to many other types of economic mo- 
nopoly than they usually do at the present time Moreover, 
certain phases bf the present patent systems, such as the 
alleged nullification of new industrial methods by sup- 
pression of patents ” on the part of large business combina- 
tions, are occasionally criticized as conducive to undesirable 
tv'pes of monopoly m general On the whole, howevei, the 
extension of at least temporarily exclusive rights to the in- 
ventors of new' industrial devices and designs and to origina- 
tors of distinctive marks for distinguishing industrial prod- 
ucts, IS considered largely beneficial to the promotion of 
industrial progress and commercial fair-play Some idea of 
their place* ra the modern business system and of their im- 
portance in international industrial relations is obtained by 
reference to the (unofficial) report that the United States 
Alien Property Custodian in liquidating German property 
seized during the World War sold one trade-mark for a 
million dollars, and to the fact that patents covering intricate 
and advanced processes of industrial chemistry, and pro- 
tected m various countries, had formed the key to the 
superior and partly exclusive pre-war position of the German 
dye and dye-stuff industry — an industry ai-such strategic 
wrar-time importance that other leading governments have 
latterly made strenuous efforts to promote it in their own 
countries. 

Patents. Practically all countries have well-developed 
patent systems, that is, systems for grants of special rights 
upcpi industrial inventions and designs, and most of them are 
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parties to international agreements for the mutual protection 
of the patent rights of their nationals A few countries, such 
as China, Persia,, and Siam, have either no system or one 
which 13 not well developed, but in the case of China many- 
other countries have special agreements amiong themselves 
for the mutual protection of the rights of their nationals 
Within China 

An examination of the various leading ^patent s^^stems 
discloses considerable differences among them, particularly 
as between the American system and all others In general 
the patent laws of the United States aie much more liberal 
than those of other countries, with generally longer termis of 
monopoly and with no major conditions attached to the 
grant This liberality extends to both American and foreign 
nationals A principal distinguishing feature of certain for- 
eign systems is the compulsory working clause/'’ by which 
the patentee must work the patent in order to retain it This 
IS illustrated m the case of Great Britain, wh^r'e a law of 
1919 provided a special form of compulsory workiri'g, this 
is known as the ^‘license of right’' s^^stem, \\ hereby a pat- 
entee may be compelled, upon abuse of his monopoly right, 
to permit others to utilize it, with payment of royalty fixed if 
necessary by a public official Another recent example is the 
Canadian law of 1923, setting up a ^'compulsory license” 
system, with revocation of patent under certain circum- 
stances In the United States, on the other hand, there is no 
compulsory working clause The adoption of one has been 
advocated particularly to prevent the alleged suppression of 
patents 

From the international viewpoint, however, the differ- 
ences between the American and othei; systems is of much 
importance, since it results m larger privileges for foreign 
nationals who have taken out American patents than for 
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American patentees in other countrms where the compul- 
sory working clause exists For example^ a foreign patentee 
may manufacture his product at home and, without manu- 
facturing m America, hold a valid American patent The 
American patentee in order to insure the validity of his 
foreign patent frequently musi maintain an expensive fac- 
tory in the foreign country The international agreements 
to w^hich the United States is a party provide for reciprocity 
in such matters, but it is obvious that even the mutual ex- 
tension of national treatment does not mitigate this inequal- 
ity, and despite consideration of the question at meetings 
such as that of the International Convention on Industrial 
Properties of 1925^ the problem remains, a problem which 
so far as the United States is concerned apparently can be 
solved only by a change in the American system itself 
Trade-Marks. Trade-marks, like patents, are pro- 
tected by systems established in practically all countries 
The trade-mark, unlike the patent, does not apply to an 
article itself but simply to a name or symbol, its protec- 
tion is designed less to encourage invention and progress m 
the mechanics of industry and more to insure a kind of fair- 
play in trade, but the trade-mark right is also a monopolistic 
one affecting industry primarily As an example of the va- 
rious measures taken for trade-mark protection in addition 
to the trade-mark laws proper it may be noted that the 
United States Tariff Act of 1922, in Section 526, prohibits, 
under penalty of seizure and forfeiture, importation of goods 
bearing illegally used trade-marks owned by Americans and 
registered in the United States Patent Office 

As in the case of patents, a comparison of the systems 
of the leading countries reveals a fundamental difference 
between that of the United States and that of most other 
countries This difference is between the “ priority of use ” 
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principle and the principle of priority of registration ^ In 
brief the American system is based upon the former doctrine 
and the systems of the other leading countries involve the 
latter concept That is, an individual or concern wishing 
to establish an exclusive right to a certain mark may m the 
United States adduce proof of prior use and such priority 
may be set up as against infringement by oihers even though 
the latter may have made prior registration The inter- 
national compiicatmns resulting m certain instances may 
easily be seen For example, an American individual or con- 
cern may have employed a trade-mark for many years at 
home and may even have used it m a foreign market for 
some time, but if the precaution has not been taken to effect 
prompt registration within such foreign country a coinci- 
dental or piratical use of the same mark by a national of that 
country or a national of a third countr}^ is possible without 
liability for legal procedure on the ground of jjifringement 
As in the case of patents the United States is a party to both 
multilateral and bilateral agreements providing for reciproc- 
ity in protection of such industrial property rights, but here 
again it is obvious that national treatment does not solve the 
problem of possible inequality resulting from the prevalence 
of fundamentally different principles m different countries 

While copyrights are of less industrial importance than 
patents and trade-marks, if indeed they may be considered 
industrial at^l, it may also be observed that the leadmg 
countries have copyright systems and that a number of in- 
ternational agreements provide for the mutual protection of 
such rights 

International Patent and Trade-Mark Agree- 
ments. The various mternationar agreements of recent 
years concerning industrial property rights may be noted 
An international convention for the protection of industrial 
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property was signed at Washington Cn 1911/'* superseding 
an earlier convention of 1883 and a protocol of 1891 This 
convention, to which the United States and other leading 
countries of the world are parties, covers both patents and 
trade-marks, creates a union for the mutual protection of 
such industrial property rights of the nationals of the signa- 
tories, and provides for an international bureau functioning 
under Swiss supervision. Under the terms of the agreement 
other nations not originally party to it may join from time to 
time The convention pledges the signatories reciprocally 
to national treatment and contains clauses against importa- 
tions of infringements However, despite the creation of an 
international bureau patents must still be applied for sepa- 
rately m each country. The signatories reserve the privilege 
of making special bilateral arrangements concerning indus- 
trial property rights 

In 1908 there was signed at Berlin an International Con- 
vention Jor the Protection of Literary and Artistic Works. 
This convention replaced an earlier one of 1888, established 
a copyright union, created a copyright bureau in Switzer- 
land, and provided for mutual protection of copyrights of 
the nationals of the signatories Many leading states were 
parties to this agreement, but this did not include the 
United States 

In addition to being party to the International Patent 
and Trade-Mark Conventions of 1911, the Hinted States is 
also party to certain inter- American agreements In 1910 
an Inter-American Convention for the Protection of Indus- 
trial Property was signed at Buenos xAires The terms of 

Treai^e y Co/ze ActSy Protocols and Agree-^ 

'TiO t:> b^*z^c.cn vU L /Nte i Spates of America and Other Powers (3 Vols), 
Vol 3 pp zq$^y e* seq , also gi\en in dig'est form m United States Tariff 
Comm tsiop. Handbook of Commercial TreatteSy 1922, pp 825-827 

U b Tariff Commission, c// , pp Si 2— 815 
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this agreement were similar to those of the International 
Convention of 1911, most of the countries of the American 
hemisphere were party to it, and it provided for the estab- 
lishment of a registration bureau m Cuba In the same 
year there was concluded a special Inter-American Conven- 
tion for the Protection of Trade-Marks with the United 
States and most other American countries as parties, and 
with provision for two bureaus for the registration of such 
marks, one at Havana and one at Rio de Janeiro, and also 
m the same year there ivas concluded an Inter-American Con- 
vention for the Protection of Literary and x\rti5tic Copy- 
rights Again in 1923 a new Inter-American Convention 
for the Protection of Trade-hlarks was drawn and this 
was ratified on February 24, 1925, by the LMited States 
As indicated above there are m addition to these inter- 
national and other multilateral conventions, a considerable 
number of bilateral agreements existing among various na- 
tions for the further mutual protection of the industrial 
property rights of their nationals Certain of thcb^ are of- 
special interest because they provide for such mutual recog- 
nition of the rights of the signatories m third countries where 
domestic systems covering such rights are not well developed 
These special arrangements take various forms, some of 
them being embodied m treaties and some consisting of agree- 
ments by exchange of notes .A considerable number of them 
have been concluded between the potvers with respect to 
Chinese territory An example of this sort is found m an 
agreement effected in 1905 by an exchange of notes between 

Tieatiei, etc y Voi 3, pp ei seq , H'fibook of Commercial 

TieafiCi pp b 12-8 2 2 

TieatieSy etc, pp ^1935 £t , Ha pp 8^9-921 

Treatie'iy etc, pp 2925 tt Scq , H zrdbocky pp 81S— 819 
66th Congress First Session, Protection ot Comnurc aly Irdiu^rialy 
and Agricultural Traic-marks aid Conmiei cial Xamts 
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the ynited States and Great Britain, concerning American 
and British trade-marks in China 

It should be observed, however, that none of the various 
agreements mentioned above solves the basic problems aris- 
ing out of the fundamental differences m the industrial prop- 
erly rights systems of the leading countries, and especially 
out of the fact that the American system contains no com- 
pulsory working ^feature in the case of patents and involves 
the principle of priority of use m the case of trade-marks 
As long, therefore, as these differences exist, despite the 
maintenance of more or less complete reciprocity of national 
treatment, there are likely to be inequalities of the type 
mentioned above m the international patent and trade-mark 
rights of certain nationals These inequalities may involve 
deliberate infringement and piracy but not necessarily so 
National treatment is practically as far as international 
agreement can go, and the problem therefore resolves itself 
into one of ieorgamzation of the domestic system by what- 
ever nafion considers the industrial property rights of its 
nationals to be less than the rights of foreign nationals 

Leases and Concessions 

"l^TiiIe the problem of the status of foreign enterprise falls 
logically into a category of questions concerning incorpora- 
tion, taxation, patent and trade-mark rights, and other 
largely formal and well-denned and partly legalistic affairs, 
no complete consideration of such status may be had without 
mention of a large field of operations which is roughly em- 
braced in the title, Leases and Concessions That is, over 

etc, Vol pp 800 et seq Cf also, for brief discussion 
of the genera! problem, art on “ International Patent Legislation,^^ by 
Mortgomer}, Ro\aI E , ^n Journal of Pohttcal Econo7ny^ Vol XXXI, No 
I , February 1923 Tide also, Appendix, infra 
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and above the ordma^ status that foreign enterprises •have 
m domestic legal systems, there are a large number of special 
economic rights which such foreign enterprise obtains in 
various countries by a variety of speciararrangements differ- 
ing from case to case and involving administrative action as 
well as legislation Foreign companies may purchase or 
lease valuable industrial property to some ^extent regardless 
of their technical status, and particularly is it true that in a 
number of outlying countries where the domestic political 
economy is not so highly developed nor so definitely organ- 
ized they frequently obtain special business rights by means 
of contracts made directly with the domestic governments, 
these contracts generically being knowm as concessions 
Such concessions extend to an almost infinite variety of busi- 
ness activities Their most familiar example is probably to 
be found m the field of mining operations and other types of 
exploitation of natural resources But they also exist in the 
case of operation of, or even exclusive rights of constr acting 
and operating, factories, or building and operating railways, 
and of marketing given products in specified market areas 
A category^ of such concessions w^ould include mineral con- 
cessions, forest concessions, plantation concessions, trans- 
portation concessions, communication concessions, banking 
concessions, manufacturing concessions, and marketing 
concessions 

A further characteristic of this system is that these spe- 
cial contracts frequently involve many other business ar- 
rangements For example, a common concession type has 
been that in which foreign capitalists have obtained some 
such special right in return for the supply of loans to the 
government making the concession * 

Doubtless the most significant aspect of the concession 
system, how^ever, is its prevalence m the so-called back- 
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waid countries, that is, in non-indust"-ialized countries where 
there are large undeveloped resources and large possibilities 
of profit in the development of resources and of auxiliary in- 
dustries Consequently the system has been of the utmost 
importance m modern times in the extension of the economic 
enterprise of the powers into the economically less developed 
countries of th^ vrorld, and this system of economic exten- 
sion, for example, the establishment of a network of con- 
cessions, especially exclusive or monopolistic ones, has fre- 
quently preceded an attempt to set up a sphere of influence, 
and the latter when successful has at times emerged as a 
colonial possession of a power It is true that these conces- 
sion contracts are not ordinarily participated m directly by 
the government of the concessionaires, but they are often 
supported m diplomatic ways and occasionally are especially 
encouraged by the home government Indeed in some in- 
stances the government of the power is itself actually a 
participant in one way or another, as illustrated in the case 
of stock ownership and control by the Japanese Government 
in the South Manchurian Railway and by Japanese Govern- 
ment recognition of special Japanese rights in the case of 
the Han-Yeh-Pmg iron and steel corporation of China 
Other instances, direct or indirect, of home government 
participation are too numerous to mention at this point, but 
it is quite clear that the lease and concession system has 
received at least the tacit endorsement of fjje governments 
of the leading powers On the other hand, so far as the gov- 
ernment of the concession country is concerned, there is 
more direct government involvement The governments of 
these lessMeveloped countries directly enter into commitment 
and frequently assiifne considerable obligations, such as 
debts, to the private foreign enterprise entering from abroad 
Some efforts have been made in recent years to check the 
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concession system Oi^the one hand, the United States Gov- 
ernment has made a persistent stand for the open door 
m all regions as opposed to any concessions that were ex- 
clusive or monopolistic On the other hahd, some of the cofi- 
cessicn countries themselves have attempted to check the 
system, by the encouragement of the development of their 
resources by native capital or by the actual exclusion of 
foreign interests from certain fields The latest example of 
the latter has been the attempt of IMexico to put into force 
provisions of the Constitution of 1917 for the exclusion of 
alien interests from permanent control of mineral lands''^ 
As yet, however, the special system of leases and concessions 
has not declined and in any full understanding of the real 
importance of foreign and international enterpiise this sys- 
tem must be taken into account, with its ramifications, often 
involving the participation of the capital of various powers 
in a given enterprise, spread like a network o\er the Indus- 
trial and commercial fabric of many of the economically less 
developed countries 

ORGANIZATION OF FOREIGN AND INTERNATIONAL 
ENTERPRISE 

However im.portant may be the organization of industrial 
enterprise in one country for purposes of foreign activity, 
and consequently its organization when it appears as foreign 
enterprise in ani^her country, the^most striking international 
aspect of industry is not merely the conducting of foreign 
production and buying and selling operations by such units 
but the actual affiliation of the industrial units of the various 
countries This process of international integration has 
progressed so far in modern times ak to produce ''wmrld 

This, ho'v%c\er, tv as rather an attempt to con\ert fee simple title 
to concession title Vide Chapter XIII, infra 
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combines/' some, although not all, o| which are in the nature 
of monopolies, these might, in American usage, be termed 
world '' trusts " As in the case of domestic combination, 
this international affiliation of industrial units is effected by 
a great variety of devices, including agreements and pools 
concerning production, prices, and market areas, control of 
patents, joint share-holding or ownership by one concern of 
controlling interest in other concerns, interlocking director- 
ates, and control through loans or through banking connec- 
tions. Cases of outright merger or amalgamation are prob- 
ably less frequent than nationally, but these are also found 
A further point of interest is one which is often overlooked 
by legislators and publicists in the domestic field of indus- 
trial combination, namely, that frequently a case of a loose- 
knit organization or especially of an integration of several 
units in the process of development is more conspicuous than 
one of an absolutely unified organization already m existence 
or of the expansion of a single, large unit in a unitary way 
Where" combination is opposed as threatening to create 
monopoly or at least restraint of trade, the former is at times 
spectacularly heralded, while the latter phenomenon may 
involve a single solidified enterprise quietly working along 
monopolistic lines This may be particularly true where a 
fairly complete natural monopoly exists and especially where 
it is supported by governmental action Such monopolies 
of a world scope, whether of the former or the latter type, 
are often confined to one country, but there are instances, 
such as those of potash and sulphur, where they too involve 
cooperation between the interests of two or more countries 
Some distinction may be drawn between world produc- 
tion combines m material industries, wmrid combines in 
service rather than goods industries, and world marketing 
combines The first two types operate through the various 
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devices mentioned above, such as production agreements and 
varying kinds of capita? affiliation and control To thtrse 
should also be added concessions^ often exclusive, obtained 
from governments of both undeveloped and developed coun-^ 
tries On the other hand the marketing combines work 
somewhat more by means of special buying and selling con- 
tracts, although they also often involve, as in the case of the 
famous German metal trio of pre-war daysf interlacing of 
production capital 

International extensions and affiliations of industrial in- 
terests shift from year to year, and concerning many of them 
no authentic facts are on record beyond the private files of 
the concerns themselves However, some of the leading in- 
ternational combinations which have existed in lecent times 
may be observed A number of others will be noted in a 
subsequent chapter dealing wath the international problem 
of control of raw materials Some of these organizations 
represent simply cases of owmership by a conc^n of one 
country of branch factories or mines or other properU’ such 
as pipe-Imes and refineries in another country — such cases 
are legion, others offer instances of several affiliations under 
international private business treaties and leagues, that is, 
are cases of world combines proper 

Pre-War World Production Trusts 

International production combinations cover many manu- 
factured products as well as ra-w materials They have 

Vide U S Federal Trade Commission, Refort ov Cooferation in 
American Export Trade, 1916, esp Part I, pp 347—369 and other sources 
of data on combines referred to m pre\ious chapter Vide also Appendix 
It should be recalled that a trust ” is strictH onlv one special form 
of business af&liation, but American usage has come to applv* the term 
generically to man\ forms of combmatmn 

Note — It should also be remarked that in the present chapters of this 
study the term enterprise ” is occasionally used as connoting that economic 
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existed in the two chief manufacturing industries of the 
modern industrial structure, iron aird steely and textiles 

Iron and Steel. The older iron and steel combinations 
are perhaps best illustrated in the case of rails In 1883 
ISerman^ English/and Belgian interests formed an interna- 
tional rail syndicate which^ after breaking down several 
times j was revived m 1904^ with the addition of French 
producers Ir^ 1905 certain American concerns were re- 
ported to have become parties to the agreement, and in 1908 
Russian interests joined. 

A central bureau w^as established in London, in addition 
to local bureaus for national groups Division of markets 
included definite allotments and ^^neutiaP’ areas, with pay- 
ment of bonus for exceeding allotment Markets were classi- 
fied as of three types* ( i) protected ones, including domestic 
markets of each group, (2) favored ones, where preference 
wms accorded to a given group, as to the British m British 
colonies and protectorates, to the German group in Scandi- 
na\ia ^and to the Belgian group in Egypt and Japan, and 
part of South America, and to the alleged United States 
group in certain Latin American countries — a kind of Mon- 
roe doctiine m the diplomacy of business, (3) neutral mark- 
ets, free to all While the World War disturbed this treaty 
arrangement among business interests, it has been refoimed, 
as will be seen belowa with arrangements for allotment of 
production as well as of markets and vnth central super- 
vision in Pans by an organization known ^s the Comptoir 
Sireriirgiqiie 


sen.cc p production %\liicli is supplied by the entrepreneur (eg capital 
ard erterpnsc ” — t e enterprise as distinguished from capital, as ^\eli as 
£"-om Iand;ind labor j, but is usuaiK emplo}ed in its broader, general usage 
{eg foreign enterprise ^ or foreign enterprises ’’ — le foreign busi- 
ness undertak ngs in\ oh mg capital and management — in a word, foreign 
business concerrsj 
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Other international | agreements and affiliations have 
covered pig-iron^ galvanized steel, pipe, rods, wire nails, 
enameled ware, and, notably, beams The steady regrowth 
of combines m this field is an outstanding post-war phe-"" 
nomenon For example, an international pipe syndicate 
comprises French, Belgian, German, and Czechoslovak 
manufactures, later joined by similar interests in Polish 
Silesia The international enamel-ware cartel has been 
reestablished, following a conference of representatives of 
the German, Austrian, Polish, Hungarian, and Czechoslovak 
industries, with reports that British manufacturers were 
expected to join The agreement covers export trade, for 
which minima are set; no allotments of export quantities or 
markets are made, but monthly statements are filed, and if 
one country or factory is receiving a disproportionate share 
of business it is expected, under directions from the cartel, 
to increase its prices or reduce the quantity of its orders "" 

Other Metals. There have been many international 
combinations in the field of non-ferrous metals, including 
zinc, copper, lead, aluminum, and nickel, but the most t3"pical 
of these have been primarily marketing combines rather 
than true producer combines, and they will be noted under 
that heading 

Textiles. International combination in the field of tex- 
tiles has included affiliations of European silk and silk prod- 
uct producers But it has been most significant in the case 
of a British amalgamation process begun m 1S96, covering 
cotton textile production largely, and centering around the 
firm of J and P Coats, Ltd Even at that early date the 
company had sixteen (16) factories, including mills^in Can- 

U S Department o£ Commerce, ComTnbrce April 12, 

1926, p 90 

Ihd , p S9 

U S Federal Trade Commission, of at, Part I, pp 251-254 



320 INTERNATIONAL ECONOMIC RELATIONS 

the United States, and Russia, sixty (6o) branch houses^ 
and one hundred and fifty (150) depots Some twenty odd 
years later it was estimated that of the total Coats interests 
"^output in the Untted Kingdom four-fifths was exported and 
that more than one-half of the Coats profit was made on 
goods manufactured in foreign mills This was a case, partly 
of affiliation, but largely of expansion 

Dyes and Dyestuffs. The group of chemical industries 
is in several respects strategic, and is also distinguished by 
a peculiar degree of interrelation among its various branches. 
The international importance of its organization is best illus- 
trated m the case of the coal-tar industries, the products of 
wffiich are extremely numerous and varied, extending particu- 
larly to artificial dyes and dyestuffs and to many pharma- 
ceutical preparations and to explosives essential m war time. 
Prior to and e\en during the World War German interests 
w'ere dominant m this field These interests had undergone 
a large degree of combination at home, having evolved 
largely into five large concerns, and the latter in turn having 
come to be dominated by twm groups, (i) the Badische 
Anilm-und-Sodafrabik, the Friedrich Bayer interests, and 
the Aktiengesellschaft fur Anilinfabnkation (afga), and (2) 
the Hochst-Casella group These interests had branches 
and affiliations abroad, notabhp for example, in Russia, but 
their domination of the world market was more distinctly 
one of international control through patents, of which type 
of control they doubtless furnished the chief illustration. 
Because of the strategic importance of the dye and dyestuff 
industiy, not only wuth respect to its normally valuable prod- 
ucts, bat particularly with regard to its associated output 
of explosives, during and immediately after the war the other 
leading potvers made very special efforts to break the con- 

U S Federal Trade Commission, of at ^ Part I, pp 285—298 
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trol These efforts included seizure of German patents,^as 
in the United StateS; and their sale to domestic enterprisCj 
other types of direct government encouragement, and ex- 
treme trade restrictions, which at first toc«k the form of im--" 
port prohibitions, in order to protect the home market for the 
domestic industry Such measures were so decisive as to have 
considerable effect, and German domination of the interna- 
tional dyestuff industry, through control of patents became 
less than it formerly was ilore recently, however, the fur- 
ther integration of this and other branches of the chemical 
industries within Germany, and their reaching outward to 
form affiliations and interests in other countries even in- 
cluding the 'UAJIied’’ countries, has been most striking, and 
wall be alluded to below 

Tobacco. Prior to 1911 there had developed an affilia- 
tion between British and American manufacturers of tobacco 
products, with a reported marketing division of territory 
throughout various parts of the world In so Tar as this 
combination came within the jurisdiction of the coiirts’*of the 
United States it became the subject of proceedings under 
the American anti-trust laws, and of a decision of the Su- 
preme Court of the United States of 1911"" Under this 
decision certain of the defendants, including the American 
Tobacco Company, and the Imperial Tobacco Company, 
Ltd , were prohibited from emplo3ung common agents in the 
purchase of leaf tobacco in the United States, and other rul- 
ings looked to thUdiSSolution of the alleged monopoly. Con- 
tracts of 1902 covering a division of marketing areas were 
ordered rescinded in certain respects, although each com- 
pany was required to treat as its own all brands and trade- 
marks thus affected, so that the Imperial Company retained 
the exclusive right to manufacture and sell in its own terri- 


38 221 U S 108 
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toty the brands of the American Tobacco Company existing 
m 1911 and vice versa In 1925 the United States Con- 
gress ordered an investigation of charges that these two com- 
panies were still tlj^e subject of '' concentration and interre- 
lation in the ownership, control, direction, financing, and 
management through legal or equitable ownership of stocks, 
bonds, or other securities or instrumentalities, or through 
interlocking directorates or holding companies, or through 
agreements The resulting investigation‘s^ led to 

the findings that there was ^'no evidence of illegal agree- 
ments, combinations, or conspiracies between the Amer- 
ican Tobacco Company and the Imperial Tobacco Com- 
pany with respect to the buying and selling of tobacco 
and tobacco pioducts In their purchase of leaf tobacco 
these companies operate independently, both maintaining 
extensive buying organizations In fact the entire operation 
of the Imperial Tobacco Company [in the United States] 
is devoted to the purchase of leaf, it not being engaged in this 
country in the sale of manufactured tobacco and tobacco 
products The two companies have no common directors 
and are entireU separate m matters of control and manage- 
ment The common stockholders are chiefly those who un- 
der the decree of 19 ii vrere permitted to retain such hold- 
ings which m the aggregate are less than 5% of the stock 
issued In ways such as these are world combines oc- 
casionally limited in their operations m a country with highly 
developed anti-trust law^s. Further, many- such combines 
were greatly altered during the World War by the seizure 
and disposal of alien enemy property, which eliminated cer- 
tain foreign interests in domestic concerns in such countries 

6Sth Congress, 2d session, Senate Resolution No 329 

69th Congress ist session, Senate Doc No 34, The Amertcan 
Tolacco Co and the Imferial Tobacco Co y 1926 
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as the United States^ Great Britain, and other countries 
involved m that wal* Ordinarily, however, there is 
remarkably little interference in the movement of inter- 
national industrial combination, anc| such combines^ 
are formed and continued to whatever extent tliey are 
found feasible and profitable by the business interests 
concerned 

Glass. Large international glass and bottle combines 
developed before the war A plate glass syndicate ( Conven- 
tion Internationale des Giacenes) was organized in 1904 and 
later renewed It included 2 5 plate glass works in Belgium, 
Germany^ Austria, France, Holland, and Italy — m fact all 
plate glass works of Europe except one of an English con- 
cern, a plant owned by the latter in France, and factories in 
Russia It began with a central committee, a selling com- 
mittee, and a bureau, but later culminated in a central stock 
company In 1907 an international bottle-makers’ syndicate 
was organized, with apportionment of production* ki Belgium, 
Germany, England. France, iVustna, Holland, Sweden and 
Norway, and Denmark, with price-fixing arrangements, and 
with the purpose of common purchase of the Owen patent 
machine process 

Cement. A somewhat similar combine vras formed in 
the case of cement^ involving an affiliation of one Belgian and 
tv/o German cement syndicates, as well as English, Swedish, 
Danish, and Norwegian syndicates It apparently covered 
division of foreign markets and regulation of prices but not 
allotments of production or quantity of sales 

Borax. The early establishment of an international 
borax combine constitutes a further illustration of the many 
instances of world combines. The Borax Consolidated, Ltd , 

U S Federal Trade Commission, of at, pp 350“352. 

Ibtd , pp 307-308 
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formed in 1899, absorbed properties of 6 concerns with de- 
posits m the United States, South America, and Asia Minor, 
and factories in the United Kingdom, the United States, and 
France. It also spcquired a controlling interest m other 
concerns which had deposits in the United States and South 
America and refineries m the United Kingdom and the 
United States The total result of these operations was to 
set up a practical control of the wmrld market, with depend- 
ence upon it of countries having large consumption but no 
deposits Recent reports indicate: (i) that a new process 
of recovering borax from kernite will revolutionize the in- 
dustry, this method being much cheaper than recovery from 
brine or from the mineral deposits around Death Valley, 
(2) that the United States remains the chief source of world 
supply; (3) that the predominant producing interests are 
still British, the American Potash and Chemical Corporation 
( producing from brine) being a subsidiary of the New Con- 
solidated Gold Fields of South Africa (a London concern), 
and the Pacific Coast Borax Company (producing from 
kernite j being a subsidiary of the Borax Consolidated, Ltd , 
of London. 

Many other world production combines or international 
affiliations of industrial enterprise have developed from time 
to time, including those in the field of raw materials, as will be 
observed in paragraphs below and in a subsequent chapter. 

Pre-Was World Marketing Combines 

T\TiiIe many of the international industrial combines 
above noted have had as one of their purposes the control 
of marketing, there have been certain cases of combinations 
formed more particularly for the purpose of market control, 

U S. Federal Trade Commission, of ctL, pp 347—248, 
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especially on the side of buying rather than selling, although 
frequently also involving control of sales The cooperative 
buying societies of the United Kingdom have sometimes 
been cited in this connection Thus the^Cooperative Whole- 
sale Societ^^j Ltd , and the Scottish Cooperative Wholesale 
Society, Ltd , are very large organizations, involving a con- 
siderable accumulation of capital, very extensive centralized 
purchases of almost innumerable kinds of commodities in 
markets throughout the world ownership of warehouses, and 
even of factories^ tea and coconut estates, and steamships, 
and the relations between these two organizations are very 
close How^ever, m.embership in them is apparently limited 
to registered retail cooperative societies and employees In 
any event they are to be looked upon more as combinations 
formed on the side of the ultimate consumer rather than as 
combinations of industrial producers for the control of sales 
or purchases for industrial purposes, and clearly do not fall 
within the category of the latter, even though they are highly 
significant, and possibly represent the genesis of a*counter- 
movement in international industrial and commercial con- 
trol Should combination of ultimate consumer purchasing 
progress largely and meet integration of production proceed- 
ing from the other direction the concentration of the w’orld's 
industry and commerce would approach completion to an 
extraordinary degree 

The London Metal Market and The German Metal 
Trio. InternaTional industrial combination for the purpose 
of concentrating the purchase of industrial raw materials 
was developed most highly in the field of the non-ferrous 
metals It physically centered largely in London, where the 
Metal Exchange and the process of silver pnce-Sxmg pro- 
gressed so far, prior to the World W ar, as to make that city 

U S Federal Trade Commission, op ctt ^ pp 355~357* 
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in a sense the metal market of the world However, the 
rearcontrol of the international marketing of many of the 
chief metals was German, through the activities of a group 
sometimes referred /.o as the German Metal Trio With this 
group as the central one, many of the chief branches of the 
non-ferrous metal trade of the world were largely m the 
hands of a few companies and their subsidiaries and related 
concerns, in the Tnetal-producing and metal-consuming coun- 
tries, with assistance and participation of banks in the va- 
rious countries This in turn rendered a number of im- 
portant manufacturing industries, notably the electrical and 
chemical industries, of many of the leading countries, de- 
pendent upon this group of combines 

The principal constituents of the trio may be noted 
The central interests of this group of groups were Aaron 
Hirsch & Sohn of Halberstadt, Beer, Sondheimer & Com- 
pany of Frankfurt, A M , and the Merton interests. The 
central organizations w'ere the Metallgesellschaft and the 
hletallbaiik and Metallurgische Gesellschaft Beer, Sond- 
heimer & Company and Aaron Hirsch 8z Sohn were distinct 
from the latter, but affiliated with them in many indirect 
ways; the Merton group, on the other hand, were directly 
connected with those organizations These were the core of 
the structure Through holding companies, interlocking 
directorates, joint share-holdings, banking connections, and 
affiliations with cartels and syndicates, some of the latter 
themselves international, the ramification'?' involved well 
over TOO concerns, with total capital of several hundred mil- 
lion marks, and extended to such raw materials as copper, 
lead, zinc silver, gold, and aluminum, and to such manufac- 

loid ^ pp 357—369 Ref oris of the U S AUenPjoferty Custodian^ 
1919 aKd -sarous >ears Spurr, J E (ed ), Political and Commercial 
Geology, pp 252-235, 280, 2S3-286, 311-312 



FOREIGN, INTERNATIONAL ENTERPRISE 327 

* » 

luring industries as those producing metal products, dyes 
and dyestuffs, other chemicals, electrical goods, and rnuni- 
tions There were even connections with the steel industry 
and the potash syndicate. The international operations wer-e 
particularly important m the case of metals, especially cop- 
per, lead, zinc, and aluminum For example, the IMerton in- 
terests had connections, through the Merton Metallurgical 
Company, with a number of important English metal con- 
cerns, some of which it partly controlled. The Metallgesell- 
schaft through the Deutsche Gold und Silber Scheideanstalt, 
had affiliations with several chemical companies of the 
United States The Hirsch group, through L Vogelstein 
and Company, and in turn through the American Zinc^ Lead, 
and Smelting Company had interests in a number of Ameri- 
can ore and metal enterprises The American Metal Com- 
pany, Ltd , affiliated with the iletallgesellschaft and the 
Metallbank und IMetallurgiSche Gesellschaft, had interests 
in a number of other metal companies in the United States 
Beer, Sonclheimer & Company also had similar American 
affiliations in at least one case While the affiliations in 
England and the Lffiited States were perhaps most significant 
because of the large amounts of copper and other ores mined 
and smelted m the latter country and because of the physical 
centering of the world metal market in London, other rami- 
fications were very important, and extended to British pos- 
sessions, such as Australia, and to Belgium, France, Spam, 
Latin America, and to nearly all other countries where the 
chief non-ferrous metals were either produced or consumied. 
The whole system v/as most powerful m the field of the prin- 
cipal non-ferrous metals of which Germany and certain other 
industrialized countries of western Europe are mainly large 
consumers and small producers This tact accounted for one 
of its outstanding characteristics, that is, while it included 
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production control in many instances, it was primarily a buy- 
ing combine, controlling world prices and the sales of many 
metal outputs throughout various countries On the other 
Imnd, its productiop controls m the case of raw materials 
and its affiliations with important manufacturing industries, 
made it, on the whole^ one of the largest systems of inter- 
national affiliation of industrial enterprise that had yet come 
into existence """ 

The exact status of the German metal triumverate 
in recent years is not a matter of record During the World 
War these German interests were expelled from the concerns 
of the United States and other allied and associated coun- 
tries For example, German holdings in American concerns 
through L Vogelstem Company were taken over by the Alien 
Property Custodian, and similar steps were taken in British 
regions, as in xWistralia Moreover, the post-war nationalis- 
tic movement led m certain instances to special government 
encouragement of domestic control, in France the govern- 
ment re(fognized a number of consortiums that were formed, 
one in each industry, and under government auspices these 
were united in the Societe Mmerais et Metaux, in order to 
group French metal interests in France and elsewhere into an 
association for the sale and purchase of metallurgical prod- 
ucts On the other hand, there is evidence that the former 
international grouping of metal interests is by no means de- 
stroyed and that it tends to rebuild its structure m certain 
respects, one illustration of this is the un(!t)nfirmed report 
that certain of the German holdings in the United States, 
wUen sold by the Alien Property Custodian, passed into the 
hands of a Swiss Company which was a subsidiary of one of 
the German group The former structure may not reappear 
in its old form, partly because of the alterations in the Ger- 
man industrial system itself But the changing details of 
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such international combines from year to year are of less im- 
portance than the faA that under normal conditions^ and 
even to some extent under war-time and post-war conditions^ 
systems of this sort exist They disclose the remarkable de- 
gree of international interrelation m many important 
branches of industry^ and, as will be seen, the movement as 
a whole is a growing one, breaking down erstwhile political 
enmities, and constructing an increasingly ct^ordmated world 
industrial structure 

World Combines in Service Industries 

International affiliation and control of enterprise is not con- 
fined to mining and manufacturmg. It extends to some ex- 
tent to agriculture (plantations), and to a considerable extent 
to what may be termed service producing industries as dis- 
tinguished from goods producing industries — to banks, rail- 
ways^ shipping lines, and cable and radio s^^stems One of 
the most recent and significant developments may be men- 
tioned as illustrative, namety that of a radio combine 

International Communications While the world- 
cable situation 13 dominated by British interests, the leading 
radio affiliation is to a considerable extent x\merican, although 
With arrangements with British, French^ and German in- 
terests In 1919 there wms organized in the United States 
the Radio Corporation of America This vras brought 
about by the General Electric Company, and the principal 
portions of stock approximately three years later w’ere held 
by (i) the General Electric Company, (2) the Westing- 
house Electric and Ivlanufacturing Company, (3) the United 

There is also competition in some areas T;vxth tiiese and Danish and 
Japanese interests » 

U S Federal Trade Commission, Refort on the Radio Industry y 
m response to House Resoluuon 54.8, 67th Congress, 4th scssmn, printed 
1924 
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Frmt Company, and (4) former stockholders of the Ameri- 
can Marconi Compamp which some' years before had been 
organized with about 2 5 % of its capitalization owned by the 
Marconi Wireless Telegraph Company, Ltd , (British) The 
Radio Corporation issued a block of stock to the Marconi 
Wireless Telegraph Company of America m return for all 
of its physical properties, patents, licenses, and good will 
It also formed Agreements with various companies owning 
practically all important patents covering radio devices, and 
is the selling company for these devices The corporation 
further proceeded to secure a virtual monopoly of the im- 
portant commercial wireless communication stations m the 
United States except those which are government owned 
But most interesting m this connection, it has entered into 
traffic agreements wdth various foieign radio companies as 
well as with foreign governments concerning traffic with the 
United States. Such agreements include those with the 
British ilarconi Compan}^ for the British possessions, and 
with the? Governments of Norway, Germany, France, Poland, 
Sweden, and the Netherlands, and, through its purchase of 
the American IMarconi Company, the Government of Japan 
A subsidiary has obtained a special concession in China 
And in 1921 and subsequently it entered into agree- 
ments with the British company and with a French and a 
German concern covering ladio traffic from South 
and Central American companies, forming a so-called 
consortium 

If later as well as earlier, unofficial reports be added to 
governmentally authenticated records, the (national and) 
international affiliation phase of world communications may 
be summarized as follows* (A) British interests and Ameri- 
can tfiterests are predominant, and to some extent are com- 
peting, in world communications control^ in so far as such 
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communications are international m physical fact or by way 
of foreign extension oi^ enterprise However^ though they 
compete, they also interlace and cooperate, as seen above 
(B) As indicated, British inte 7 ests hav^ the lead m cable 
communication There was recently reported a British 
merger of the Eastern Telegraph Company and the British 
Marconi Company^ each already having various branches 
and af&hations throughout the -world and notably in the Far 
East, this super-combme to control more than half ( 141,2 56) 
of the world’s total (260,000) cable mileage^ and also 
through the Marconi, considerable portions of world radio 
systems (C) American interests predominate in the inter- 
national phases of non-cable wmrld communications, tele- 
graph, telephone, and wireless, wnth also important cable 
control and affiliation This centers considerably around 
the Radio Corporation of America (R C A ), discussed 
above, the American Telephone and Telegraph Company 
(A T & T ), the International Telephone and* Telegraph 
Company (I T & T ), and the Postal Telegraph C(?mpany 
(1) The RCA has the affiliations and international agree- 
ments noted above Recent reports indicate that the Victor 
Talking Machine Company has special arrangements with 
the RCA, the General Electric Companvu the Westing- 
house Electric Company, the Western Electric Company, 
and the AT & T for interchange of technological data i not 
necessarily financial affiliation), and that the RCA and 
the Victor may Tnot merge, but) ^Torm a closer technical 
and commercial alliance than they have had ’’ ( 2 ) The 

A T & T is reported to have affiliations with the (Ameri- 
can) Western Union Telegraph Company, wFich in turn 
is reported to have had close affiliation with British^cable in- 
terests (3) The I T & T , 13 reported to be associated 
with the A T & T The I T & T , itself essentially a hold- 
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ing company, owns or controls, through domestic and foreign 
suBsidianes, extensive telegraph and telephone systems in 
foreign countries, and also cables between various countries. 

«It thus, for example, controls the telephone system of Spain, 
has a contract for modernizing the telephone system of Paris 
(which system it tried to buy), and is negotiating for new 
rights in Brazil and the Argentine The Western Electric 
Company suppjies equipment to the AT&T and the I T 
& T (4) The Postal Telegraph Company, ''the second 
largest [^] American communications company, owns no 
telephones but has important international cable affiliations. 
(5) The I T. & T., according to recent reports, has bought 
control of the Postal Telegraph, and therefore of its affiliated 
companies, creating thereby a $300,000,000 combine This 
Will link together (a) "telegraph and telephone systems 
throughout the United States, Canada, Mexico, Cuba, Porto 
Rico, Central America, both coasts of South America, and 
Spain’’ , j]3) "cable systems spread from Germany and 
France through the United States to Honolulu, Midway 
Islands, Guam, IManila, to Shanghai, and (All America Ca- 
bles) from U S ports to all important South American 
ports”, and (c) a projected radio-and-telephone service 
from the United States Pacific Coast to Hawaii and the 
Philippines, and a radio service from Sayville, N. Y., to 
either London or Paris 

These remarkable inter-ramifications suggest, perhaps, a 
tendency tow^ard the unification of the various interests of 
two leading countries, respectively, in competition for con- 
trol of world communications, with many international affili- 
ations and arrangements But even between the two great 
national groups about which the structures center, are 
thus disclosed interesting instances of inter-affiliation on a 
world scale 
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Post-War Development of World Production 

§ 

Trusts 

The exact number and status of international industrial af- 
filiations at any given time is difficult if not impossible to 
determine, but taking all known facts into account it is safe 
to say that the World War did not end the movement fin 
some ways it accelerated it), that some of the older cases 
referred to above still exist, and that many new cases have 
developed since the war Indeed, the movement is appar- 
ently a growing one 

The European Steel Entente. The most striking 
post-war development along the lines of wmrld trusts 
doubtless has been the formation of the European Steel En- 
tente, in 1926 In the summer of that year it was rumored 
that negotiations for this purpose had been carried on for 
two years, and had culminated in the formation of such 
an organization, and m the fall the facts became^ more fully 
known The signing of the pact occurred at Brussels on 
September 30, 1926, and involved participation of the steel 
manufacturers of Germany, France (it was sometimes called 
the Franco-German steel entente, and apparently was not 
without connection with current Franco-German political rap- 
prochements, such as that of ^^Thoiry’’), Luxemburg, and 
the Saar. Czechoslovakia, Hungary, and Austria, and Yugo- 
slavia joined later. The agreement was to run until 1931, 

New York Pans Edition, Augast 14., 1926 

U S Department of Commerce, Prtss Release I and S 594, Octo- 
ber 28, 1926, on “The Continental Steel Entente’’ (b} Trade Commis- 
sioner D J Reagan, Parisj, V S Dady^ December 17, 1926 Three 
More Nations Enter Steel Entente”), and December 20, 1926 (“British 
Steel Plants Discuss Combination ”) , Commercial Intelligence Journal 
(Canada), December *1, 1926 (“European Steel Cartel”), also, for 
comment from American Mewpomt, Foreign Affairs^ Vol V, No 2, Janu- 
ary 1927 (art by Tower, Walter S , former American Commercml Attache 
in London, on “ The New Steel Cartel ”) Ytiie also Appendix, infra 
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but it was provided that any member could withdraw upon 
thr^e months' notice 

The primary purpose was production control and, at least 
^ostensibly, not marjret division A contingent production was 
to be fixed for each country by the directing committee every 
three months in accordance with a predetermined coefficient 
adopted for each national group of interests, with a penalty 
for exceeding tfcis allotment and a bonus for production of 
less than the quota, the penalty and bonus to be per ton. 
The total annual output of the five original members was 
fixed at 27,587,000 metric tons, with the possibility of in- 
creasing this to 30,560,000 as an ultimate maximum tonnage. 
The allotments for the first quarter were fixed as follows: 
Germany 43 50%, France 31 19%, Belgium ii 56%, Lux- 
emburg 855%, Saar 5 20% All of these represented an 
increase over actual production in 1924. Each country was 
to be at liberty to produce more or less than its quota, except 
for the penalties and bonuses mentioned^ which were to be 
$4 person for overproduction, to be paid into a common 
fund, and S2 per ton reimbursement for underproduction, 
such bonus to apply, however, only to the extent of ten per 
cent reduction below the quota In addition, a contribution 
w'as to be made 10 the common fund of $i per ton for every 
ton produced, whether above or below the quota 

The problem of prices presented some difficulty One of 
the most immediate phases of the excessive competition 
which, by reaction, caused the formation ‘isf the cartel, had 
been declining prices There had been much price-cutting in 
the European market for several years, and this had been 
enhanced by depreciation of the franc m the case of French 
exports, .and by actual dumping in the case of German ex- 
ports The Germans contended that the new arrangement 
could be successful only if export quotations could be stabil- 
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ized at higher levels, so that the business would be profitable 
to countries w^hich had ^turned to a gold basis as well as* to 
those with depreciated currencies Nevertheless, apparently 
no direct price-fixing provision was inclu4ed m the formal 
agreement, although it was, of course, hoped that produc- 
tion control would have the desired efiect, and that the dollar 
per ton payment would constitute, especially, a kind of in- 
surance against extensive price-cutting It* was also inti- 
mated at the time that gentlemen s agreements might be 
made secretly among the members Moreover, an anti- 
dumping provision v;as included, w^hereby each country 
agreed not to sell to any of the other contracting countries 
at prices below its domestic quotations 

In a sense, Germany made the greatest sacrifice, because 
her quota, it was pointed out, represented only 75^r of her 
production capacity, whereas contingents for other members 
ranged from 90% to neaily 100% of their respective, pos- 
sible outputs How^ever^ Germany obtained ait •advantage 
for her interior market in clauses which restrained France, 
the Saar, and Luxemburg from selling a quantity of pig-iron 
and metallurgical products in Germany above a fixed amount 
which w^as somewhat below the amount of average German 
imports in immediately preceding years It was hoped that 
this might strengthen the German industry for its export 
competition 

With the exceptions just noted, the agreement, then^ in- 
volved no price-fSing, nor did it involve division of world 
markets^ although it was intimated that both of these might 
be effected by means of gentlemen’s agreements 

The two most important steel-industry countries of the 
world not included m the agreement were Great Britain and 
the United States With regard to the former, it was ru- 
mored that conversations were held with some such object 
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in vieWj but Britain did not join. It was indicated, however, 
that the British steel industry would be affected and might be 
led to a greater degree of national unification m order to re- 
sist the entente. ^ Italy apparently opposed the agreement 
and did not participate. On the other hand, the reaction of 
the American steel industry w^as seemingly one of passive in- 
terest, With no fear of injury, rather did there seem to be a 
feeling that th<e arrangement would not create greater com- 
petition against it and that, if anything, the plan would be 
welcome, because of its stabilizing effects upon the wmrld 
market 

The effecting of the entente was an excellent illustration 
of the infoimal linking of business and politics in interna- 
tional affairs which takes place to an increasing extent 
Premiers of governments were reported to be cognizant of 
the plan, the conclusion of the entente was hailed as a 
Franco-German orientation, and the president of the cartel 
stated '' The Steel Cartel has been organized on the assump- 
tion that there will follow a treaty of commerce between 
France and Germany. It is hoped that the signing of the 
agreement will facilitate the negotiations now going on be- 
tween the two countries to arrive at a commercial entente 
— a logical thing in view of France’s need of German coal 
and Germany's need of French iron 

Administrative details were not fully provided for in the 
agreement It was expected that the control might be en- 
trusted to Swiss experts or a Swiss business combine, as 
neutral intermediary and that financial administration 
might center m Holland and also that sub-cartels might be 
formed within the cartel 

Subsequently, the plan did not work out exactly as ex- 
pected^ and it was thought it might not become a permanent 
institution. However, the organization remained m exist- 
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ence, and, as noted above, expanded to include additional 
countries In early 1928 the Entente arranged to maintain 
existing quotas, but reduced the penalties 

The E. R M. A. and Other Iron an^ SteeL The old * 
steel rail combine, later known as the Erma (European 
Rail Manufacturers’ Association), y/as re-formed after 
the World War, in addition to other combines in various 
branches of the iron and steel industry t 

The whole iron and steel combination movement in a 
sense centers in Germany, where the degree of domestic 
cartelization forms a convenient basis for such international 
organizations, and where "^Hhe . . iron and steel industry 
is a leader in . . . syndication — four great combinations, 
one of pig-iron producers and three of steel makers virtually 
controlling the entire industry ” The following statement, 
m early 1927, gives some indication of the extent of these 
organizations “ Germany has now joined the Erma, of 
which Great Britain, France, Belgium, and Lux-emburg are 
also members Negotiations for the consummation^ of an 
agreement between European wire producers, to nhich Ger- 
many is a party, are still under wa}^ German tube manu- 
facturers are also members of an international tube syndicate 
which includes groups in Czechoslovakia, Poland, France, 
Belgium, and Hungary ” 

Other World Combines. The post-war industrial in- 
tegration process, centering in continental Europe and par- 
ticularly m GernlUny, but including British and in some 
cases American interests, and taking both national and mter- 

U S Department of Commerce, Commerce Reports, May i6, 1927 
(p, 430), Aog-ust 15, 1927 (P423), and October 10, 1927 (p 85). Vide 
also Appendix, tnfra 

U S Department of Commerce, CommA-ce Reports, Jan 3, 1927 
(‘^An Analysis of the German Iron and Steel Industry^’) Vide also 
mfra 
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national form^ is very extensive and is constantly changing^ 
but a representative idea of its nature and extent may be 
obtained from the above and other selected examples. 

The German chemical industry is the core of many of 
these organizations It iSj itself, as mentioned above^ a most 
remarkable group of combinations, covering dyes and dye- 
stuffs^ potash, fixed nitrogen, photochemicals, pharmaceut- 
icals, and artificial silk, among other commodities, with many 
different subsidiary production (as well as purely market- 
ing J syndicates of companies, to take but tvm examples, the 
Nitrogen Syndicate, formed m 1919, was later reported to 
control 95 (c of German fixed nitrogen production, while a 
' supertrust was formed to weld together the dye and dye- 
stuff syndicates in 192 5 ( Interessengememschaft Teerfarben 
Industrie, AG — Community of Interests of the Tar Colors 
Industry, Inc ) There are many international ramifications 
of these chemical industry syndicates, including an im- 
portant ne^. Ftanco-German Dye Trust. {Vtde i\ppendix). 

Th^ Franco-German Potash Pact, signed m 1925 (dis- 
cussed in Chapter XII and the Appendix), and the Italo- 
American Sulphur Agreement (noted in Chapter XII), are 
among the important post-war cases of world combines 
Further examples of the movement are found in the 
Swedish- American match trust, which has also acquired con- 
trol of the Norwegian match industry,^" the 1927 European 
aluminum cartel to control approximately 47 % of the produc- 
tion,^" and a new super-phosphate combine-^^ including Ger- 
many, Belgium, Czechoslovakia, Denmark, Finland, France, 

U- S Department of Commerce, Commerce Re farts, January ii, 
1926 (^^Developments in the German Chemical Industry During’ 1925’^) 
by Trade Commissioner W T Daughertv^-, Berlin. Ytde also Appendix, 
mfra 

Scandtnaznan Shtpfmg Gazette, November 12^ 1926, p. 7. 

U S, Datlv, January 12, 1927 

lb%d , January 22, 1927. 



FOREIGN, INTERNATIONAL ENTERPRISE 339 

the Netherlands, Norwa3v^ Poland, Sweden, French North 
Africa, Union of South Africa, and England, and these are 
typical of the increasing number of such cases of interna- 
tional industrial affiliations « 

The Trend Certain summary generalizations may be 
made concerning this post-war movement in international 
cartelization ( i ) The mo\ ement is of course, not new, but 
IS a continuation of the pre-war trend, indicaifed above ( 2 ) 
While the World War broke dotvo some of these world 
trusts, some of them survived or were later renewed. ( 3 ) 
Both the number and importance of such mternational com- 
binations not only have not decreased, but apparently have 
increased, especially since about 1924 or 1925 (4) Many 

new and highly important ones recently have been formed. 
f S) It seems probable that the movement will continue to 
increase (6) A considerable degree of domestic carteliza- 
tion is obviously necessary as a basis of such organization, 
and this is particularly marked in Germany, but Is also ap- 
parent in all the other leading industrialized countries It 
has been asserted that m a given case a domestic control 
of approximately 60^ is first necessary^ although this is 
only an approximation It was recently estimated that 
there were 2 500 industrial cartels and 500 trade cartels, a 
total of 3000 cartels, in Germany, as against 600 before the 
'war. (7) The movement naturally occurs largely in western 
Europe, which is the area of the world's most concentrated 
industrialization ""(8) Great Britain is somewhat less in- 
volved, though included in many important cases. (9) The 
United States is still less involved, yet her interests also are 
at times important participants. (10) The war dis- 

Cf U S Department of Commerce, Commerce ReportSy May 24, 
1926 (‘international CarteL in Europe,’’ by Eldndge, R), December 
27, 1926 (“International Industrial Combinations,” by Domeratzk\, L)* 
N, B. For further data and references, vtde Appendix, mfra 



340 INTERNATIONAL ECONOMIC RELATIONS 

rupted the affiliations between countries which became mili- 
tary enemieSj but in the post-war ‘movement, France and 
Germany have oriented strongly toward each other (ii) 
Meanwhile, the Wer had stimulated the survival of some of 
the national units; m Germany there was an increase of 
compulsory syndication"" ( 12 ) The greatest impetus to 
the increased post-wmr growth was given by (a) the increased 
severity of intei^national industrial competition, with lowered 
buying power, and (b) the heightened trade barriers erected 
among the European nations as well as subsidies granted 
especially during the first six or seven post-war years ( 13 ) 
The growth was, therefore, a natural reaction against dump- 
ing and other cut-throat competition brought on by the con- 
ditions mentioned as w'ell as by currency fluctuations which 
gave temporary advantage to countries of depreciation 
( 14 ) Whxle the movement may possess dangers of interna- 
tional restraint of trade, it offers the very desirable ad- 
vantage of ‘Stabilization of industrial conditions, especially in 
Europd^ (15) While the combinations involve some con- 
flict between basic-material industries and finishing indus- 
tries, m many cases they have apparently benefited all in- 
dustries concerned. (16) This is particularly true because 
the post-war combines have tended to some extent to follow 
somewhat more vertical lines, whereas probably most of the 
pre-war cases were horizontal ones. (17) The essential 
methods are (a) control of output, (b) direct control of 
prices, and (c) division of markets. (f8) However, the 
post-war trend apparently involves no more direct price con- 
trol than before, and probably less, and the same is probably 

During' the "vvar this was for the purpose of war-control, im- 
mediately after the war it was partly for purposes of socialization 

The infiatiOn period immediately after the war, especially m Ger- 
many, produced many temporary combines which later collapsed, but these 
were succeeded by more permanent ones 
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true regarding market division. (19) The concentration 
on production control, tlierefore, does not necessarily, or di- 
rectly, involve an attempt to gouge consumers, although 
undoubtedly price control is frequently ihe indirect, if not 
direct, purpose (20j In some ways the movement is defi- 
nitely constructive, especially in that it shows some tendency 
toward increasing cooperation m technical processes, as in 
exchange of methods, whereby generally increased industrial 
efficiency may result (21) Some of these international in- 
dustrial affiliations have been very closel}^ connected with at- 
tempts at political rapprochements among European nations 
(22) For this and other reasons, they are sometimes viewed 
m the United States as a possible menace as leading toward a 
United States of Europe ’’ wdiich might be a powerful com- 
petitor of America, but such a fear seems far-fetched and 
doubtless the results of the movement have been, in the mam, 
beneficial in the economic restoration of Europe, and there- 
fore of indirect benefit to the United States as' well as to 
other leading nations 

On the political side, therefore, these affiliations have 
not been without value, as helping toward international ac- 
cord where political measures have faded On the economic 
side while they may involve dangers of monopoly and 
restraint of trade, they constitute a not unnatural reaction 
against disorganized conditions and offer much in the way 
of increased stability m international industrial, and con- 
sequently commercial, relations 

THE EXTENT AND SIGNIFICANCE OF INTER- 
NATIONAL ENTERPRISE 

The full extent of international affiliation of enterprise, pri- 
vately or wnth government encouragement, or with occasional 
government participation, is impossible to measure One 
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point of caution is to be observed m surveying it. The great 
international fluidity of capital should not be taken as an 
index to the process, for foreign investments are frequently 
made, as m the ca^e of so many of the British investments 
which existed in the United States prior to the World War, 
purely for investment purposes and with no semblance of 
foreign management or control And when control of actual 
operations occilrs it is not necessarily for any direct ad- 
vantage to the investing country other than the addition of 
profits to interest But instances like that of the develop- 
ment of Argentine railways by British capital, and of other 
service as well as material producing industries in Latin 
America and Asia by the capital, and frequently manage- 
ment^ of Great Britain France, Germany, Belgium, and the 
United States, are important and constitute a network of in- 
ternational enterprise throughout large areas of the world 
Perhaps most significant is the fact that these interests of 
different nationality are not uncommonly joint participants 
in a giUen undertaking, as m the case of the Kailan Mining 
Administration and other enterprises in China In other 
cases the foreign enterprise may be confined to one national- 
ity and may be associated with or instrumental in political 
control or influence, as is alleged to be true of the South 
Manchurian Railway, a Japanese company the stock of 
which is controlled by the Japanese Government 

A final and most important aspect of the formation of 
foreign and international enterprise, particularly in material 
production, needs to be emphasized This is its direct and 
indirect effect upon every phase of international economic 
processes, and notably upon trade These processes are 
inseparable The German metal buying combine grew up 
primarily to gam control of trade in important non-ferrous 
metals British management of manufacturing and trans- 
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portation enterprises in South America and the Far 5 ^st 
has meant both BritisB sales of supplies, such as rails and 
locomotives, and British receipts of raw materials Long-^ 
staple cotton grown in Egypt under British auspices has 
made tonnage for British merchant vessels In the financing 
of such enterprises there is the participation of the head- 
quarters country, — thus creating investments and banking 
business for it All these have occurred directly, as well as 
indirectly through their effect upon the trade balance In 
a word, "what may be called international industry influences, 
and is influenced mediately and immediately by, interna- 
tional trade, transportation, and finance, and has formed, 
therefore, an interrelated part of the entire complex process 
of international economic intercourse, and it is only through 
a realization of the complementary nature of these interna- 
tional businesses that the existing degree of international 
economic solidarity may be comprehended Yet the trading 
and shippmg and banking processes are more Vuperficially 
apparent^ and it is of peculiar importance to posit their 
analysis upon some notion of the less generally known world 
structure of international industrial enterprise 

THE QUESTION OF INTERNATIONAL REGULATION 
OF INDUSTRY 

The mcreasmg development of industrial and other com- 
bines of an international order, as wmll as the continued 
growth of wmrld”^trade, suggests the question whether a 
concerted attempt should be made by the go\ernments of 
the world to establish some form of international regulation 
of business 

It has been proposed that this might take the* form of 
the domestic regulation system existing in the United States, 
under the Sherman Anti-Trust Act, the Clayton Act, and the 
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Federal Trade Commission Actd® Presumably this would 
involve two mam types of control, {h) that of “ trusts/’ i e , 
of monopolistic combines restraining trade, and (d) that of 
^''unfair trade practices 

Concerning such a proposal little can be said except in 
a general way As in the case of the similar domestic prob- 
lem, arguments may be made both for and against combina- 
tion and for anS against its regulation On the one hand, 
there is of course the danger of excessive market manipula- 
tion by large groups which are unusually powerful by reason 
of their organization or, more particularly, their monopolistic 
position. In a sense this danger increases when the groups 
come to be of world magnitude On the other hand, it is 
doubtless w’ell recognized that large business units afford 
benefit, not only to themselves but generally, by reason of 
their frequently greater efficiency and their stabilizing in- 
fluence A smoother flow’ of the business curve should be a 
most important objective in national or international eco- 
nomic jjblicy. Where the combines have come into existence 

At the ven moment ’t\hen time and space are contracting the ideas 
of the business men of the v orld are expanding The arena of business is 
no longer the nation, it is the universe In the past ve saw titanic groups 
struggle for the mastery of an industry -v-Mthin a nation’s borders We turn 
the page, and behold the business has raised its eyes from a nation’s shores 
and is search* pg the uttermost parts of the T\orld for fields to conquer 
Smee are deaLng with the dreams of the i\orld’s producers let us say a 
nord about the nightmare of the world’s consumers . . ” — Thomp- 
son, Huston (Member of U S Federal Trade Commission), quoted in The 
Bla h Diamond^ October 25, 1919 

* ‘“M The formation of an international tr^e commission which 

V ojld police or umpire all trading between nations 2 All complaints to 
'CO through this trade commission, the cause to be tried before representa- 
t \e5 of the internat-onal bod\ not belonging to either of the nations whose 
C’l-zens are legating 3 Unfair practices to be found in unfair practices 
condemned by the common law in England, the laws of all other nations, 
bo:h ancient and modern, l;Jie rulings of respective trade commissions and 
the pronouncements of political economists 4 After investigation and 
hear ^g the international commission to publish its findings and, either dis- 
miss the complaint or render its verdict if charges are proven ” — • Idem, 
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it usually has been in natural reaction against conditions of 
disastrous competition® That these points are applicable 
internationally as well -as nationally may be judged from the 
analysis, m the pages above, of the post-war world combine 
movement If the basic doctrine m the American politico- 
economic system is posited as sound, namely that the na- 
tional process of competition is the best business regulator, 
but that to some extent government regulatfon is necessary 
in order to insure an absence of monopoly and of unfair 
practice, so that competition will be preserved, then this 
concept might logically be carried into the international fields 
if such were practicable This assumes that the fallacy is 
not employed, that all big business is, per se, economically 
evil, such a notion is as incorrect as the attempt arbitrarily 
to divide all economic units (organizations or individuals) 
into producers and consumers, for all units are, in one way 
or another both producers and consumers Doubtless some 
of the international business organizations do teild to restrain 
trade But the very fact of their existence does not, 5f itself, 

The question of internaUonal cartels considered at the Inter- 
national Economic Conference, Geneva, 1927 ResoLi\cns of .he 

Conference IV Internattonal Industrial A greements fU S Depart- 
ment of State, Refort of the Chairman of tm A??iericaf. DelegaztoHy etc, 
Annex II, pp 17-18J The Conference considered both tne ad-^ anVag'es 
and d’sadvantages of these ambations er, the American Delegation 

stated ‘‘We recognize that there are certa n piivs cal and geograpO’cA 
conditions in particular situations that m^ght make it desirabiC and eco- 
nomical for some form of international industrial agreements to b- made, 
but we are appretiensive of the dangers of restricted output the ten- 
dency to monopol stic exploUafon our Delegation felt that we could 

not by our actions approve international Cartels and we took a deEnite 
position against mternaConal Cartels with Governmental parnc^pation ” 
(Rep of the Chairman, p 5') 

Cf also. League of Nations 1 liter rational Economic Conferences 
Geneva s May Documentation, Report of the T^ade Barriers 

Committee of the International Chamber of Commerce, GeJ^e^a, 1926, and 
Preparatorv Committee foi the International Economic Conference (Mem- 
orandum by Professor Wxedenfeld), Cartels and Combines 
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menace economic processes or political relations^ and this 
IS probably even more true in the international than in the 
national cases While in a sense these affiliations operate 
' in a kind of political no-man’s land, they doubtless do more 
to bring about a unified world structure than to prevent it 
Finally, there is the serious question whether any concerted 
international regulation is feasible at the present time, and 
w'hether if attefnpted it could be made effective If interna- 
tional attempts to prevent war have failed of enforcement, 
such plans might even more easily fail, except of course that 
they are economic and economic questions lend themselves 
to more dispassionate international treatment If the world 
continues to grow in economic unity, joint plans of this sort 
may ultimately become possible Meanwhile, though inter- 
national discussions of the problem may prove helpful, the 
most feasible as well as the most effective treatment lies in 
the actions and reactions of the economic processes them- 
selves, and it is these processes wffiich, of their very nature, 
tend cohstanily to widen national economy into a more com- 
plete and better coordinated world economy 

For further data and references legarding- the status of foreign and 
international erterpr.se, including the questions of double taxation, and 
of oatent and trade-r^ark idations, and concerning recent developments 
x^iih respect to vorld cartels and combines and their consideration by 
international conferences, Appendix, present \olume, mfra 



CHAPTER X 

FOREIGN ECONOMIC INTERESTS IN 
SPECIAL REGIONS 

THE REGIME OF THE POWERS AND SYSTEI^IS 
OF PENETRATION 

THE POSITION OF FOREIGN ENTERPRISE IN 
SPECIAL AREAS AFRICA, LATIN AMERICA, 

AND ASIA 

W HAT HAS been said above accounts, in general, 
for the position of foreign and international en- 
terprise m the leading industrial, and a good many 
other, countries But with the chief industrial enterprise 
of the present era centering so largely in a limited number 
of nations ordinarily counted among the industrial powers, 
such as those of western Europe and northern America, and 
tending in its activities to extend outward from these centers 
not only into the home territories of other industrial powers 
but also and especially into the territorially vast areas of the 
world which are economically less developed particularly 
for raw' material exploitation rather than for manufacturing, 
the international position of enterprise is not completely 
pictured without some reference to special conditions existing 
in the latter areas In a previous chapter the ecgnomic as- 
pects of the colonial system have been noted, this system 
has led to a fairly general partitioning of Africa and has 
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extended into large parts of Asia and Australasia, and in 
Latin America has been superseded by the creation of a 
series of independent states in which, however, the general 
"prevalence of foreign leases and concessions within the 
limits of the Monroe Doctrine covers a considerable con- 
tinuation of economic development through the instrumen- 
tality of the enterprise of the countries of the industrial 
powers » 

Midway, however, between the colonial system on the 
one hand, and on the other hand the existence of countries 
which are politically independent but in which foreign en- 
terprise is peculiarly active by the actual or nominal suffer- 
ance of native political authority, there have stood certain 
unique and fairly definite systems which have been imposed 
by foreign powers proceeding more or less in concert and 
under which foreign enterprise is perm^itted and guaranteed 
special access, including special privileges and immunities. 
In short a given foreign enterprise from a leading industrial 
countrycaay, in general, enter another similar country under 
the latter’s general laws, it may enter a colony or other ter- 
ritorial possession under conditions largely determined by 
the colonial power, it may enter, say, a country of South 
America under that country’s general laws, but also par- 
ticularly subject to whatever may be the prevailing policy 
there wuth regard to foreign leases and concessions (a con- 
tractural matter) ; again, it has been true m recent times 
that it may enter certain parts of the Near East or the Far 
East under a special system of foreign rights and interests 
created b}^ largely common action of foreign powers In 
recent years the revival and growth of nationalism in almost 
ail parts of the world has not only shown signs of moderating 
the rigidity of the colonial system, at least to the extent of 
inducing an increase of local autonomy, but has threatened 



FOREIGN ECONOMIC INTERESTS 349 

t 

to destroy or largely reduce the special systems here referred 
tOj and the outcome is difficult to predict in any detail But 
these systems have had a significant place m world economy 
in the past half-century, and even if the^ should give way 
before an increased political localism, they, like the colonial 
system, and the system of leases and concessions in entirely 
autonomous countries, are to a considerable extent and fun- 
damentally the product, not of military on dynastic ambi- 
tions, but of an expanding industrialism and this expansion 
is likely to continue in one form or another, whether with 
or wnthout limitation of native political sovereignty 

The special systems particularly referred to here are 
chiefly found m the cases of Turkey and China and these 
cases may be outlined, including certain more purely political 
features w^hich are a part of them for the systems are 
politico-economic. 

FOREIGN ECONOMIC RIGHTS AND INTERESTS 
IN THE NEAR EAST TURKEY 

The Capitulations and the Ottoxian 
Public Debt 

In modern times, along with the progressive reduction by the 
western powders of the territory and influence of Turkey, 
the economic development of that country, m the way of 
mines, raiUvays, irrigation works and similar projects has 
come to be mamiy one of foreign capital and management 
Such foreign development has involved a certain rivalry 
among the powers, as in competition for old concessions, and 
as in the pre-war German scheme for a Berlin-to-Bagdad 
railway and general policy expressed in the phrase Drang 
nach Osten ” However, there wms enough community of 
action, or at least generalization of privileges, to produce 
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before the World War a system of '' Capitulations and of 
foreign administration of the Ottonlan Public Debt ’’ ^ 

The so-called capitulations, in brief, gave to nationals of 
The great powers a .special status in Turkey, one more favor- 
able in many respects than that of natives, involving ex- 
traterritoriality, immunity from search, the right of securing 
passports from their own respective consuls, and exemption 
from a number ef important taxes 

The arrangements concerning the public debt were espe- 
cially significant This debt wms relatively large (originally 
over 8715,000,000), and the chief shares wert French;^L6o%, 
German, 20%, and British, 15% It was administered dy" 
a Council of Administration of the Ottoman Public Debt, 
consisting of one representative each for France,^' Geimany, 
Great Britain, Holland, Austria-Hungary, Italy, and'Turkey, 
and one for the Imperial Ottoman Bank; the presidemcy of 
the Council alternated each year between a French a 
British national This Council exercised a central and ex- 
tensive Control of the economic affairs of the country It 
administered the service of old and new debts, appropriated 
funds from government receipts for payments of principal 
and interest in the debt service, controlled many important 
national revenues, had to do with certain taxes in given dis- 
tricts^ and had charge of a large staff of several thousand 
trained employees It even had a certain indirect jurisdic- 
tion over the industrial system, the scope and efficiency of 

^ For a general discussion of the Turkish problem and the position of 
Turkey z’ie Toynbee, Arnold, The Western OuesHon t7i Greece and, 
Turkey ^ a study the coiitact of ctvihzatwnSy London, ipaa , Hears, E G , 
Modern T^akey^ X Y, 1924 For a brief statement of the post-war de- 
velopments, Bowman, Isaiah, The Nezo Worldy new edition 

For a ccdlection of facts^concermng post-war industrial and commercial 
condniors, including leading foreign concessions and financial interests, 
ztde r S Department of Commerce, Turkey; ^ A Commercial and Industrial 
Hardhooky b> Ra\ndal, G Bie, T P Senes No 28, 1926 
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which it endeavored to enlarge by the introduction of |iew 
industrial methods ana* new industries 

The total result of these arrangements, together with 
the extensive existence of foreign concessions for given busi- 
ness projects, was a limited foreign political, and a major 
foreign economic, control over the entire country, with a 
very special situation, in both technical status and practical 
position, for foreign enterprise, ^ 

The Eefects of the World War 

The general consequence of the World War was, strangely 
enough, a decline in this foreign control Turkey was aligned 
with the Central Powers in that war, and as a defeated na- 
tion theoretically became subject to the terms of the victors. 
She wms, to be sure, reduced territorially to the extent of near 
dismemberment, but due to her weakened condition, to prac- 
tical difficulties in the enforcement of peace terms, and doubt- 
less also to a certain rivalry of the Western European j>owers, 
what was left of the nation m some respects increased its 
economic independence 

When Turkey declared war in 1914 she also declared an 
abolition of the capitulations, which abolition, of course, the 
western powers refused to recognize During the War Tur- 
key joined the Central Powers and w'as supported by them 
and was opposed by the Allied Powers “ The latter powers 
were reported to^have concluded, during the war, various 
agreements among themselves for the practical partitioning 
of Turkey, including the delivery of Constantinople and the 
Straits to Russia, the marking out of French and Italian 
spheres of interest in Anatolia, and the division of nearly ail 
of the remainder of the Empire into either colonial depen- 

- The United States did not declare war against Turkey^ but diplomatic 
relations were severed Turkev 
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dei^cies or spheres of influence of Great Britain, France, 
and Italy, or native states under the protection of those 
powers The collapse of Russia and other events partly 
altered these plaits, but foreign territorial ownership was 
greatly increased as a result of the Allied victory Upon 
conclusion of the war important territories were taken from 
Turkey, Syria became a French mandate, and Palestine and 
]\Iesopotamia British mandates, and Turkey m Europe al- 
most disappeared, with even Allied control of Constanti- 
nople and, as a result of later events, Armenia came under 
the control of Soviet Russia, Turkey became little more than 
a\natolia The Straits, so strategic in trade and shipping 
routes of much of the entire Near East, and of interest to 
many naiions, were neutralized However, the Kemalist 
movement resulted in the establishment of a new Nationalist 
Go\ernment w’hich moved its capital to Angora and pro- 
ceeded to resist further foreign encroachments The prin- 
cipal post-war developments, as they affected the economic 
position of foreign interests in the present Turkey, may be 
briefly noted 


The Treaty of Sevres 

In 1920 there was concluded the ultimately unratified Treaty 
of Sevres ^ for the arrangement of permanent peace between 
the Allies and Turkey This treaty would have continued 
and in some respects increased the former foreign control 
Further territorial reduction was provided in the attribution 
of Smyrna to Greece. Extraterritoriality was to be pre- 
served in the neutral zone of Constantinople and the Straits, 
and was to be reintroduced but gradually withdrawn in other 
parts of ‘the country ^s judicial reform^ with the aid of for- 

^ H. M Stationery Office (British), Treaty Series No 
Cmd 954 


II, 1920, 
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eign technical experts, progressed But financial and com- 
mercial control was to*remam The Pans Peace Confer- 
ence, in view of the financial impotence of Turkey, had 
eliminated the principle of reparations in* her case (leaving 
only the payment of certain claims'), and as a kind of sub- 
stitute had reaffirmed the complete validity of the Ottoman 
Public Debt Under the Treaty of Sevres the administration 
of the debt was to be practically as before! with British, 
French, and Italian representation on the Council, the Coun- 
cil to operate until liquidation, after which Turkey was to 
consult the League of Nations for further advice and assist- 
ance A Director-General of Customs wms to be appointed. 
Freedom of transit through Turkish territory for persons, 
vessels, and goods, with no transit customs duties, was pro- 
vided, together with a S}^stem of free zones in a number of 
important ports declaied to be of international interest. 
Most interesting of all, there wms to assist in the Adminis- 
tration of the Ottoman Public Debt a foreign fiilamcial com- 
mission, the consent of which wmuld be necessary lor any 
changes m the tax system or the customs system, any in- 
ternal or external loans, or any new^ concessions, the com- 
mission was to have large povrers over the development, by 
native or foreign enterprise, of the country’s resources In 
fact, except for certain revenues already hypothecated or 
conceded to the public debt administered by the Foreign 
Debt Council, the entire resources of Turkey were to be 
placed at the disposal of this foreign financial commission. 
Further, a special agreement was concluded by Great Brit- 
ain, France, and Italy, regarding certain respective spheres 
in Anatolia in which French and Italian nationals, respec- 
tively, should be free from the competition of the nationals 
of the other state and of Great Britain in economic matters. 

The new Nationalist Government, however, refused to 
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acc^t the Treaty of Sevres, by the Angora Agreement of 
1921 recovered a small portion of lost territory in Northern 
Syria, at various times received indications in notes from the 
AJiied Council of Ambassadors that the Treaty of Sevres 
would be modified, in September 1922 defeated the Greek 
armies with which it had been in combat, and in 1922 
joined in the conference of Lausanne for the negotiation of a 
new treaty ^ 


The Allied Treaty of Lausanne 

The Kemalist Government, in the Nationalist Pact ” which 
it had drawm up m 1920, had declared its unalterable op- 
position to the capitulations, and the first Lausanne con- 
ference failed to reach any agreement chiefly because of 
conflicting views on this matter A second conference of 
Lausanne in 1923, however, resulted in the Treaty of Lau- 
sanne,^ participated in by the British Empire, France, and 
Italy, in agreement wilh Japan, and by invitation Greece, 
Rumania, the Serb-Croat-Slovene State, Bulgaria and Rus- 
sia were permitted to participate because of the Straits ques- 
tion, and Belgium and Portugal, in the discussion of certam 
economic questions. One of the points of economic impor- 
tance in the negotiation of the treaty had reference to existing 
specific economic concessions in Turkey, and when the con- 
ferences had been resumed in April 1923, after a temporary 
adjournment, the Allies had agreed not only to modify the 
capitulations to make them reciprocal as far as practicable 
but also to alter the clauses of the draft treaty concerning 
specific concessions in case their nationals who had vested 
interests in such concessions were able to reach agreements 
by direct'negotiationseWith the Turkish authorities, as had 
been suggested by the Turkish delegation. The final treaty, 
^ British Treaty Series No. 16, 1923, Cmd. 1929. 
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together with a number of supplementary conventions and 
agreements^ contained territorial ariangements in which Tur- 
key renounced all claim to the largest part of the area of 
the former Ottoman Empire, including Mesopotamia, Syiia, 
and Palestine, but m which she gamed som_ewliat over the 
Treaty of Sevres The Turkish foreign debt was corre- 
spondingly reduced, with assignment of certain proportions 
CO countries formerly a part of the Empiie ^ The regime of 
the capitulations was formally abrogated, but a limited form 
of exti a territoriality (with respect to personal status of non- 
Moslem foreign nationals) was to be continued for seven 
years, and European legal advisers were to participate in 
the investigations and reforms of the native judicial system. 
Former provisions of the Treaty of Sevres concerning free- 
dom of transit and arrangements concerning the freedom of 
the Straits were renew'ed Of much economic importance 
was the fact that the Council of the Ottoman Public Debt 
was continued, with a certain supervision by the League of 
Nations But the financial commission with its extensive 
economic jurisdiction, proposed m the Treaty of Sevres, was 
omitted Many specific economic concessions to foreign na- 
tionals, existing m Turkey, of course remained largely un- 
affected by the new treaty, but it was reported that Turkey 
refused at the conference to validate certain claims of this 
sort, notably regarding oil concessions, which she had held 
to be invalid and which certain of the powers had endeavored 
to persuade her t9 recognize Finally, though it was not a 
part of the new treaty, one of the Allied representatives, 
speaking for the Allies at the Conference, declared that the 
principle of the Open Door will continue to remain in force 
in Turkey in economic matters” — a point of importance 
with relation to the American insistence upon maintenance 
of equality of opportunity for all foreign enterprise. 
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The American Treaty of Lausanne 

American treaty relations with Turkey had been based 
primarily upon a treaty of commerce and navigation of 
1830, and a protocol of 1S74 The former had guar- 
anteed to American commerce and shipping most-favored- 
natioB treatment m matters of duties as well as of imposts 
and privileges aijd facilities^ and the latter had given Ameri- 
cans the right to hold real estate in Turkey subject to the 
laws and regulations governing Turkish nationals provided 
the ancient treaties’’ remained in force. Americans 
thus shared m the system of general rights and privileges of 
foreigners. In 1917 the United States did not go to wai 
with Turkey, but diplomatic relations were severed From 
the economic viewpoint the United States was interested in 
the Lausanne negotiations, because whatever determinations 
were made concerning commercial intercourse with Turkey 
would probably affect American interests through applica- 
tion of 4 he most-favored-nation principle, and because the 
United States, even though it should conclude a separate 
peace, maintained certain rights resulting from the common 
victory of the Allied and Associated Powers and insisted that 
with respect to adjustment of concessions or claims to con- 
cessions for the exploitation of Turkish resources no rights 
be asserted by other powers which would be monopolistic or 
would exclude American interests, that is, which would vio- 
late the principle of the open door and equality of opportun- 
ity Consequently, the United States was represented at 
both the first and second phases of the Allied Conference of 
Lausanne, its delegates presenting a number of declarations 
of the American position and statements bearing on the 
settlement of the problems of the conference. However, it 
concluded separate treaties and supplementary agreements, 
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the chief of which was the so-called American Treaty of 
Lausanne^ of August 6^ 1923. 

The principal provisions of this treaty ^ of economic im- 
portance were as follows: The parties ^joined in declaring 
the regime of the capitulations, with respect to residence 
and judicial and fiscal matters, completely abrogated, but 
Ameiican citizens m Turkey were to be, not under the 
jurisdiction of consular tribunals, but undei* that of Ameri- 
can tribunals outside Turkey in certain matters, such as 
those of personal status Mutual most-favored-nation treat- 
ment was guaranteed in matters of freedom of commerce 
and navigation in general, and, specifically, of import 
and export duties, consumption and excise taxes, transit 
duties and drawbacks, and protection of patent and trade- 
mark rights Nationals of each country, subject to com- 
pliance with local laws and regulations, weie to have com- 
plete freedom to enter and establish themselves m the 
territory of the other country, and to engage irr every kind 
of profession, industry or commerce not forbiddeii by the 
local laws to all foreigners They were (Article 3) to have 
the same rights as natives in possessing and disposing of 
movable property, that is, were to receive national treat- 
ment, and in possession and disposition of immovable prop- 
erty, were to have, subject to reciprocity, the same rights as 
accorded to foreigners in general by the laws of the place of 
situation of the property, that is, were to enjoy reciprocal 
most-favored-natton treatment It ivas further specified 
(Article 4) that commercial, industrial, and financial com- 

^ Since this treaty was not ranfied by the United States, its exact text 
was not made public Vide^ howe\er, Turlington, E W (Assistant to 
Solicitor, Department of State), T/ie Ametrcan Tteaty of Lausanne^ World 
Peace Foundation, Vol VII, No lo, Boston, 1924, containing valuable dis- 
cussion of Turkish treaty relations and an official summary of the American 
Treaty of Lausanne 
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panics and associations,” organized and maintaining head 
offices in one of the countries, ^hall be recognized by 
the other country,” and shall be entitled to the same 
protection as that accorded to nationals in Article 3.” Ar- 
ticle 7 provided for reciprocal national treatment to citizens 
and subjects m all matters of taxation, but went on to specify 
that companies mentioned m Article 4 were, on condition 
of reciprocity, %to enjoy the same treatment as any similar 
foreign company ” — a kind of combination of both national 
and most-favored-nation treatment The treaty, then, was 
one of mutual recognition of rights of nationals and was a 
practically complete reversal of participation in the former 
system of special foreign rights, although certain of its 
clauses insured treatment of American nationals and their 
interests equal to that of any other foreign nationals and 
their interests It failed of ratification in the United States 
Senate in January 1927, with a continuation of Turko- 
American relations on the basis of temporary arrangements,® 
and with some possibility of the ultimate negotiation of a 
somewhat similar treaty 

The Position of Foreign Enterprise in Turkey 

The exact position of foreign industrial, commercial, and 
financial interests m Turkey is legally and also practically 
somewhat changed by these World War and post-war events 
The capitulatory regime is, of course, technically abrogated, 

^ “ As a result of conversations beU’vcen Admiral Bristol and the 
Turkish Minister of Foreign Affairs at Angora, an understanding has 
been reached between the f?\o go\ernments vhich pro\ ides foi the preserva- 
tion of the status quo pending a decision on the question of tieaty relations 
and vhich contemplates the resumption of official relations betwen the two 
countries'’ — Statement by U S Department of State, Feb i8, 1927 
Text of the notes exchanged at Angora, Feb 17, 1927, between American 
High Commissioner to Turkey and Turkish Minister of Foreign Affairs, 
gnen in press release by Department of State, March 14, 1927 
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and the foreign financial commission of sweeping economic 
power proposed m thd Treaty of Sevres did not become a 
reality What remains of the Turkish nation^ after the 
large post-war territorial reduction, has tiieoretically thrown 
off the entire system by which foreign enterprise had ob- 
tained special rights and privileges On the other hand, the 
foreign debt remains under the nominal control of the Otto- 
man Public Debt Administration, even though the Turkish 
Government has reduced the autonomy of that body, and 
these foreign loans constitute an important part of the out- 
standing public debt of the country. The Ottoman Bank, 
founded by British capitalists m 1856 and later joined by 
French capitalists, has an important position It has taken 
on somewhat more of a Turkish character, but under its 
agreement of 1924 with the Turkish Government, it re- 
mained an Anglo-French institution It regained its position 
as a bank of issue and occupies, though with a certain 
Turkish control, a more or less strategic position in the 
public finance and banking system of the country^ There 
are other important foreign banks and bank branches, in- 
cluding French, German, Italian, and Russian ‘ Most sig- 
nificant, however, is the fact that foreign concessions still 
exist in large number and embrace not only exploitation of 
material resources but also the development and operation 
of public utilities Foreign capital has a limited place m 
domestic manufacture,^ seldom a favorite field for foreign 
concessionaires m any undeveloped country, v/hile foreign 
mining concessions were estnnated as totalling more than 
1000 in number by the end of 1922 ^ Foreign development 

^ Vide U S Department of Commerce, of at , esp pp 21 0-2 1 9 on 
public finance, and pp 221-225 on the Ottoman Bank and foreign private 
banks 

® Ibid , pp 160 et seq 

^ Ibid j pp 127-159^ esp 129, 130, and 13 1 
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and operation of important public utilities extend to tele- 
grajJhj telephone, radio, and commercial aviation The 
concessionary interests are chiefly British, French, German, 
and Italian^ and there are also American interests 

The economic results of the new nationalism include a 
law (No 608) passed by the National Assembly. It pro- 
vided that “ the State takes over all newly discovered mines 
and those that Ijave not been worked since their discovery 
for a period of 15 years reckoned from April 14, 1925, all 
abandoned mines, and all mines for which the concession 
has been cancelled It also provided that all mining of- 
ficials and workmen must be Turkish subjects, except where 
technically equipped Turks are not available, in which case 
an outside specialist may be engaged for the period neces- 
saiy to tram a Turkish understudy to carry on the work 
(a proviso that is common to all industrial enterprises under 
the Turkish Republic) ’’ But even this law does not at- 
tempt totallywto debar foreign capital, and there are indica- 
tions tha^ the Turkish nationalists recognize the need of out- 
side capital and technical assistance, and, at least if it can be 
obtained without too direct foreign control, welcome it 

Publicly, then, from the viewpoint of legal status and 
foreign governmental control, the Turkish Republic which 
territorially remains from the near dismemberment of the 
former Turkish Empire following the World War, has gained 
much in economic autonomy In viewing this change it may 
also be observed, not only that the new native nationalism 
has gone far toward accomplishing its ends, but that so far 
as the foreign powers are concerned rivalry among these 
powers themselves^ as reported to have been in evidence at 
Lausanne, has probably played a part in the weakening of 
their joint control over the economic development of such 

Ihd , pp 68, 69, 70, 71, 72 Ihi,j p 130 
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a country. The adjustment of such rivalry often results 
in attempts to divide tjie advantages, as m the allotmeiit of 
the appropriated Turkish territories, the unsuccessful at- 
tempt at recognition of French and Italian spheres in Ana- 
tolia, and the attempted San-Remo Agreement of 1920 for 
the Anglo-French division of petroleum rights m the Near 
East and elsewhere. But such accommodations of conflicting 
interests are not always effective In turn, the American 
insistence upon the open door and equality of opportunity 
in the economic development of such regions serves to check 
exclusive control and to generalize the advantages obtained 
for foreign enterprise in such development Nevertheless, 
vestiges of the old special control system in Turkey remain, 
as in the Debt Administration And, turning to the actual 
private economic conditions, it has been seen how foreign 
enterprise continues to be of special importance in Turkey 
and IS likely to continue so because of the realization of the 
need of foreign capital and management, hov^eyer much it 
may be limited by nationalistic measures The form, under 
laws and treaties, changes, but unless such countries are to 
remain largely undeveloped economically there may be ex- 
pected to continue, for a considerable period to come, un- 
der one set of conditions or another, the extension to them 
of foreign enterprise 

FOREIGN ECONOMIC RIGHTS AND INTERESTS 
IN THE FAR EAST CHINA 

The Far East is"* another region of the world m which the 
powers have not only obtained colonial possessions but 
have also gained for their economic enterprise special in- 
terests and special rights in countries remaining nominally 
sovereign and independent nations This has 'been par- 

For general works on the position of the western powers in the 
Far East, *vtde Adams, Brooks, American Economic Supremacy ^ N Y , 
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ticularly true in China The special system there is at 
present showing signs of disintegration before the forces of 
a new nationalism but its structure up to the present time is 
of unique interest 

The Situation in China. Before the Washington 
Conference 

The General Situation. This regime of special rights 
and interests m China is so complex and so closely related to 
military and diplomatic events that a survey of it cannot be 
confined to a treatment of the purely economic status of in- 
dustrial enterprise, nor to a statement concerning commercial 


1900 Annals of the Amcncaa Academy of PohUcal and Social Science^ 
Vol 122, The Far East, ’ Phila , No\ember 1925 Anderson, F:ank M , 
Handbook for the D^flomatic H dory of Europe^ Asia and Ajrica^ i 8 yo'- 
igi f, prepared for the National Board for Historical Service, Govt Punt- 
ing Office, Washington, D €,1918 Conant, Chas A, United States m 
the Orient, the Nataie of the Economic Problem, Boston, 1900 Dennett, 
Tyler, Amencam in Eaitern Asia, N Y , 1922 Foster, John W , American 
Diplomacf in the Orient, Boston, 1903 Gibbons, H A , The Neiv Map of 
Asia, N Y, 1919 Hornbeck, Stanley K, Contemporary Politics in the 
Far East, N Y, 1916 King-Hall, Stephen, Western Civdization in the 
Far East, N Y, 1924 Millard, Thos F, Conflict of Policies in Ana, 
X Y , 1924 Far Eastern Manual, Shanghai, 1923 (contains data on 

mmes, railways, etc , in the Far East) Reaaoakemng of the Orient, Yale 
Udi'' ers4\ Piess, 1925 (Addresses and papers of the Williamstown Institute 
of Pobnes, 1924) Rcinsch, Paul, U otld Politics at the End of the Nine- 
teenth CenViiy as Ind lenced by the Oriental Situation, N Y , 1900 Robin- 
son, G T, AsnPs Amemcan Problem, N Y, 1921 

For geneial works on the Chinese problem, ^jide Gowen, Herbert 
H, and Halt, J W^ Outline of Chinese Histoiy, Y, 1926 Parker, 
Ed*.'^ H , Cfn a?. Her History, Diplomacy and Commerce from the Eailiest 
Times to the Present Day, London, 1917 Williams, Edward T, Chna^ 
Yesterda\ and Today, N Y, 1923 Bau, Mingchien I, Foreign Relations 
of China, rc,\ ed 1922, also his Open Door Doctrine in Relation to China, 
N 1 , 1923 Blakeslec, Geo H, China and the Ear East, N Y, 1910 
Lee, M P H , Economic History of China, N Y , 1920 American Rela- 
tioHi c.v!th China, Johns Hopkins University Press, 1925 (a collection of 
papers and addresses) Morse, H B , International Relations of the Chinese 
Y.mpiie, i86i-'I9ii, 3 Vols , N Y, 1918 
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and financial arrangements, but necessarily includes mention 
of general historical ev^ts, perhaps no better example may 
be found in modern annals of the pervasive influence of eco- 
nomic motives in the formal relations of nations 

if 

Ame? tca 7 i intei ests Before mentioning the background 
of historical development of this regime, a superficial idea 
of the actual extent of foreign interests in China proper 
may be obtained from a recent statement yf American in- 
terests there According to this statement, there were at 
this time 12,000 American citizens in China, not all of whom, 
of course, were there m a business capacity, 4,000 were m 
Shanghai, the chief business center The Japanese popula- 
tion was 198,000, the Russian 85,000, and the British 14,700, 
the bulk of the Japanese and Prussian population was in 
Manchuria There were 600 American firms m China, about 
half of them in Shanghai, this number was exceeded by that 
of other nations American concerns, like those of other 
nationality, included industrial, commercial, shipping, bank- 
ing, and insurance interests American investments m China 
were estimated at $69,300,000, with some indication that 
this figure was too low In contrast, Japanese investments 
were estimated as amounting to as much as $146,000,000, 
With British investments several times as large as the Japan- 
ese, these figures included bonds and concession advances, 
and also long-term credits of other types and investments in 
lands and buildings Such statements, however, convey only 
a summary notion of foreign interests, which can be under- 
stood only m the light of the intricate system of foreign con- 
trol evolved in the nineteenth and twentieth centuries 

EvohiUon of Fofetgn Control In 1534 the Portuguese 
occupied the island of Macao, in South China, and tjieir title 

Statement in Congiess bv Representatrv e Wamvv right, based on 
statement furnished by Department of State, pub m U S Daily^ January 
21, 1927 
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was ultimately confirmed in 1887 The real opening of 
CKina to foreign intercourse, however, did not occur until 
the late eighteenth and early nineteenth century As early 
as 1 784 the United States sent a consul to Canton, and began 
to trade with China, as did other western nations, but the 
trade was limited The British engaged m a brief war with 
that country, and concluded the treaty of Nanking m 1842, 
by which Hongkong was ceded to Great Britain and China 
definitely opened certain ports, mcluding Shanghai and Can- 
ton, to British trade In 1844 the United States concluded 
a treaty which established the right of Americans to trade m 
these ports and which contained a most-favored-nation 
clause A second Smo-Bntish war resulted m the cession 
of Kowloon to the British and the opening of the port of 
Tientsin. France nominally participated, and concluded a 
most-favored-nation treaty, acquiring similar rights of trade 
The Taiping Rebellion led to the taking over, in 1853, of 
customs administration at Shanghai by the British, French, 
and American representatives, this foreign administration 
ultimately being extended to all China, though under native 
sovereignty. France engaged in war with China and in 1885 
annexed Tongkmg 

Meanwhile, Japan had begun to emerge as a power, and 
the Smo- Japanese war of 1894 was concluded with Chinese 
recognition of the equality of Japanese nationals in trade and 
other rights of the t^^e already granted to the British, 
French, and Americans Japan also gamed Foimosa, and 
took possession of the Liaotung peninsula, but waived rights 
to the latter in return for an increased indemnity In the dec- 
ade 1890-1900 the partitioning of China was anticipated by 
many western observers, but such complete aggression did 
not eventuate, possibly due to the difficulty of adjusting the 
relative ambitions of the Japanese, British, French, and 
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Russians, all of whom had not only received territory but 
had begun to lay claim to special interests in various areas. 

But the rivalry continued In 1897 Germany obtained a 
lease of the harbor and port of Kiaochow and certain ex- 
clusive privileges m Shangtung Nominally in order to re- 
store the balance thus disturbed, Russia in 1898 obtained a 
lease of Port Arthur, Dairen, and adjoining areas on the 
Liaotung peninsula. In the same year the^ British leased 
Kwangchowan This year was known as the year of the 
battle of the concessions ’’ It was followed by the Boxer 
Rebellion, which might have resulted in further terntoiial 
dismemberment of China had it not been for American in- 
fluence, the Boxer Protocol of 1901 provided for indemnity 
to the foreign powers affected In 1900 John Hay exchanged 
notes with the other western powers and obtained their 
pledge of respecting Chinese territorial integrity and of main- 
taining the open door in China 

By agreements of 1902 and 1905, supplemenieH in 1911, 
the British and Japanese formed the Anglo-Japane^e Alli- 
ance, by which they mutually recognized each other’s in- 
terests in the Far East, the British m China and especially 
on the Indian boundary, the Japanese in China and espe- 
cially m Korea, and engaged mutually to join in defensive 
wars for the maintenance of these interests The conclusion 
of the Russo-Japanese war of 1904-5 curbed Russian in- 
fluence in Manchuria and restored that area nominally to 
complete Chinese jurisdiction The Japanese succeeded to 
Russia’s lease of Port Arthur and the tip of the Liaotung 
peninsula Russian aggression in Korea was eliminated, 
and that country was declared independent of China, and 
in 1910 it was annexed by Japan 

In 1914 Japan took possession of th'e German holdings of 
Kiaochow and in Shantung, which she retained under the 
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Treaty of Versailles. In 1915 she made the twenty-one 
demands upon China, and these ipciuded the extension of 
the lease of Port Arthur and Dairen and areas on the Liao- 
tung peninsula, of the lease of the South Manchurian and 
Antung-Mukden railways, and other special rights in Man- 
churia, Eastern Inner Mongolia, and Shantung 

Meanwhile, as well illustrated m certain of the twenty- 
one demands, i|i addition to these territorial acquisitions of 
the powers other than the United States, there had developed 
an increasing system of entrance of foreign enterprise into 
various sections of China, for developing resources and build- 
ing railw^ays as well as for mere trading, and such projects 
w'ere directly related to territorial acquisition and particu- 
laly to sphere of interest claims; they were, m total, the 
real basis for the latter 

The United States, however, would not recognize these 
spheres of interest, and finally called the Washington Con- 
ference of •1-921-1922 partly for the purpose of attempting 
to obtam agreement among the powers for the preservation 
of Chinese territorial integrity and the fuller establishment 
of the open door and equality of opportunity in China 

Special Foreign Possessions and Interests En- 
croachment upon Chinese jurisdiction, as seen above, has 
included cession and lease of territory, and also certain other 
limitations The more important of these various types of 
limitation may be outlined 

The most complete compilations of the texts of the various tieaties 
and agreements and notes are the following {a)He'} tslet^s China Treaties 
Tieaties, esc, betzieen Gieat Britain and China^ ani between China aiui 
Foreign Fov.en^ eic , London, 1908 {b) RockhiWs Treaties Tieaties 

and Conzerrwns zwth or concerning China and Korea^ i8g^-igo edited 
by Rockhill, W W, Washington, Go\ernment Printing Office, 190a (c) 

Chinese Mantune Customs* Administration, Treaties^ Conventions^ etc , bc- 
izveen CJnna and Foreign States, published by order of the Inspectoi Gen- 
eral of Customs, ad edition, Shanghai, 1917 (d) MacMurray^s China 
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Ceded Territofies — Hongkong^ Formosa^ Korea. ♦Al- 
though the territories c^ded by China to foreign powers are 
no longer subject to Chinese jurisdiction in any sense^ their 
cession is a matter of interest. The principal ceded teni- 
tories are Hongkong, Formosa or Taiwan, and Korea or 
Chosen, although there have been other cessions, including 
the Portuguese occupation of Macao m 1534 with confirma- 
tion of title m 1887, and the annexation of Tongkmg by 
France in 1885 

Hongkong was ceded to Great Britain in 1842 following 
the first Smo-British war, at the same time that the Chinese 
agreed to open certain ports, such as Canton and Shanghai, 
to British trade Subsequently the British obtained (by 
lease) a strip of territory on the adjoining mainland, known 
as Kowloon The possession of Hongkong has been of very 
great economic importance to the British m their activities 
in the Far East. It is one of the leading entrepots- of the 
world, through which passes a very considerable* proportion 
of the foreign trade of southern China It furnishes"* to the 
British a strategic trade base, for location of merchants and 

Tteaties Treaties and A greejnents nxnth and Loncet mng China^ 18^)4— 
(including pruate agreements) , compiled by MacMurray, J V A , N Y , 
19Z1 

For United States treaties, etc, vide (^) Malloy^s Treaties Treaties^ 
Conventions^ International Acts^ Protocols^ and Agreements hetixeen the 
United States of America and Other PozverSy Vols i and 2, 1776-1909, 
compiled by Mallo\, Wrn M , Vol 3, 1910— 1923 (Note — Tieaties pub- 
lished subsequently are available in the “ Trea-^y Series/^ separately ) { b) 

Foreign Relattorn of the United States, published annually under the au- 
thority of the Secrelarv of State 

For general and classified statements concerning the system of foreign 
rights and interests in China, vide {a) Morse, H B, Trade and Ad- 
ministration in China, Shanghai, 1912 QT) Willoughby, W W, Foreign 
Rights and Interests in China, Johns Hopkins Umveisity Press, Baltimore, 
1922 O') China Yearbook, edved bv Bell, H,T M, and Woodhead, 

H G W, Shanghai (unofficial) {^cP) U S Department of Commerce, 
Commercial Handbook of China, by Commercial Attache Julean Arnold, 
2 vols , esp Vol 2, 1919 (revised ed , 1927) 
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stqfks of merchandise, and has been utilized for such things 
as the incorporation of British “ China Companies ” 

Formosa, the southern island renamed Taiwan, was ob- 
tained by Japan at the conclusion of the Smo-Japanese war 
of 1894-1895 It is industrially significant particularly as 
the source of production of a large share of the world supply 
of natural camphor, of which Japan has a practically com- 
plete monopolf 

Korea, later termed Chosen by the Japanese, was at one 
time a nominally independent kingdom, but an agreement 
between that country and China in 1882 definitely placed it 
in a position tributary to the latter However, Japanese 
fear of possible Chinese, and particularly Russian, aggres- 
sion here was a factor in the Smo-Japanese war, and at its 
conclusion Japan obtained from China, in 1895, and from 
Russia in 1896, recognition of Korean independence The 
Anglo- Japanese Alliance agreements of 1902 and 1905 in- 
cluded Brifish recognition of Japan’s special interests in 
Korea,* and by means of the Russo-Japanese war of 1904-5 
Japan succeeded in eliminating Russian influence there 
Japan at this time and on several other occasions reaffirmed 
her desire for the maintenance of the territorial integrity 
of Korea, but in 1904 and 1905 arranged for the establish- 
ment of Japanese financial and diplomatic advisers there 
and took control of all Korean postal and other communica- 
tions systems, and late in 1905 took control also of Korean 
foreign relations She obtained, in 190^, an agreement for 
the Japanese exploitation of forests in the Yalu and Tumeii 
regions Other measures of exploitation and control led up 
to Japanese annexation, by treaty of 1910 

For a con\enien^ collection of the official documents beaiing on 
the status of Korea, v^de Korea^ Treaties and A greements^ compiled and 
published b} Carneg-ie Endowment for International Peace (James Brown 
Scott, Director), 1921 
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In addition to its natural resources^ including timber^ 
Chosen is economically useful to Japan as a link in her chain 
of South Manchurian interests, for example, a railway runs 
from Fusan, at the tip of the peninsula, tjirough Seoul and 
into Fengtien, connecting with the Japanese-owned South 
Manchurian Railway at Mukden 

Leased Tenitones — Liaotung Peninsula and Skangtung. 
In addition to the territories which have bec^ ceded, there 
are other Chinese territoiies which have been leased to for- 
eign powers and which for practical piiiposes are adminis- 
tered by the latter as if parts of their own territory In 

1897 Germany leased Kiachow, and in the following year, 
in order to restore the balance of power, Russia acquired a 
lease of a part of the Liaotung peninsula. Great Britain a 
long term lease of Weihaiwei (later developed as a naval 
base), and France a long term lease of Kvv^angchowan in the 
Province of Kwangtung This was the year, 1898, of the 

battle of the concessions The Liaotung and the Shan- 
tung leases were particularly important 

The so-called Kwangtung Leased Territory includ- 
ing Dairen and Port Arthur and an adjoining area at the 
southern end of the Liaotung Peninsula, leased to Russia m 

1898 for a period of twenty-five years, was demanded by 
Japan upon her victory over China in 1895, but this demand 
was withdrawn in return for a larger indemnity Upon her 
victory over Russia in 1905, however, she obtained the trans- 
fer of this lease to herself, and the lease was later extended 
to ninety-nine years. This territory is of strategic economic 
importance, with Dairen as the commercial terminus of the 
South Manchurian Railway Its possession, together with 
that of Korea, gives Japan a large advantage in the economic 
penetration of South Manchuria 

Not to be confused with Kwangtung Province 
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The Shantung question also involves a lease As a re- 
sult of activities of 1897 Germany ^concluded a convention 
vnth China in 1898 by which the former leased for ninety- 
nine years an area including the entrance to Kiaochow Bay 
and the port of Tsmgtao m the Province of Shantung, there 
v/ere also included rights to build two railway lines to Tsinan, 
the capital of the Province, and to carry on mining opera- 
tions within a i^trip of territory about ten miles wide along 
both sides of the railways A subsequent agreement (1911) 
substituted specified mining areas for this strip of land The 
Shantung Raihvay 'was ultimately constructed to Tsinan, 
wTiere it joins the mportant Tientsm-Pukow Railway which 
links the lower Yangtze Valley (with the latter ^s outlet at 
Shanghai) wdth Tientsin near Peking Germany also ob- 
tained preferential rights to supply all persons, capital, or 
material in any foreign economic enterprise in the entire 
Province 

In 1 90^0 "Germany and Great Britain agreed to maintain 
the status quo in China, and exchanged notes with the Gov- 
ernments of Austria-Hungary, France, Italy, Japan, Russia, 
and the United States on the same question These Govern- 
ments accepted the principles laid down, the United States 
pointing out that it had long stood for the maintenance of 
Chinese territorial integrity and of the Open Door in China 
Various agreements, concluded between 1900 and 1914, pro- 
vided m greater detail for the exercise of the German rail- 
way and mining rights in Shangtung and for their extension, 
and an Anglo-German bankers’ arrangement of 1898 pro- 
vided for spheres of interest in railway construction m 
China, the Shantung Railway line, with certain projected 


For a convenient collection of official documents, Tiide Shantung^ 
Treaties and A greements^ consisting of original documents compiled and 
published by the Carnegie Endowment for International Peace, 1921, 
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connecting lines, being included in the German sphere, while 
the British sphere lay largely m the Yangtze Valley 

In 1914, shortly after declaring war against Germany, 
Japan took possession of the German properties in Shantung 
One of the “twenty-one demands’^ made by Japan upon 
China in 1915 concerned these rights, and m a resulting 
Smo-Japanese treaty of the same year the Chinese Govern- 
ment gave its assent to all matters upon wbjch the Japanese 
Government might thereafter agree with the German Gov- 
ernment relating to the disposition of German rights, in- 
terests and concessions in Shantung, including Japanese capi- 
tal rights m a projected railway from Chef 00 or Lungkow to 
connect with the Kiaochow-Tsinanfii line, if Germany should 
abandon her privilege of financing such a railway It was 
also provided by exchange of notes that China would not 
lease or cede any territory in Shantung to a third power, 
and that she would open commercial ports in Shantung By 
notes and agreements^® of 1917 Japan was alleged also to 
have obtained the assurance of Gieat Britain, Frant:e, Rus- 
sia, and Italy that at the conclusion of the World War they 
would support her claims to the former German possessions 
and interests m Shantung Note exchanges of 1918 dealt 
further with the Japanese interests there, providing for ulti- 
mate “ cojomt working of the Kioachow-Tsinan Railway 
by Japanese and Chinese and for extensions of the railway 
with use of Japanese capital. An agreement, typical of many 
of the arrangements for introduction of foreign enterprise, 
was made, not between the two governments but between 
the Chinese Government and a Japanese banking syndicate, 
providing for Chinese construction of these railway exten- 
sions, with initial advance of 20,000,000 yen, and for the 

» 

Alleged secret agreements, texts, based on press reports, given in 
Carnegie Endowment compilation cited above. 
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pledging as security of all the present and future property 
and revenues of the two railways whep built By the Treaty 
of Versailles 1919^ Germany renounced^ in favor of Japan, 
all her rights, titles, and privileges acquired by the 1898 and 
subsequent agreements relative to Shantung, particularly 
those concerning the territory of Kiaochow, railways, mines, 
and submarine cables, it was specifically provided that all 
German rights in the Tsingtao-Tsmanfu Railway and its 
properties and branches, together with all rights and priv- 
ileges attaching thereto,’’ are and remain acquired by 
Japan ” China, which had been an ally of Japan and not 
of Germany in the war, protested the arrangement, and did 
not sign the treaty because of her “ inability to accept ” the 
provisions in reference to the rights and interests in Shan- 
tung ” Certain records mdicaie, however, that Japan 
promised the retrocession of Kiaochow Bay and in geneial of 
all the territorial and political rights involved to China, with 
Japanese retention of only the economic concessions, in 
Shantung 

Foreign Residential A?eas While the leased territories 
referred to above have been nominally within the scope of 
Chinese sovereignty they have been administered practically 
as though a part of the territorial possessions of the lessees; 
they have clearly had the latter status from the economic 
viewpoint, and have been so utilized for considerable eco- 
nomic advantage However, a further type of special foreign 
territorial status is that of the foreign residential areas A 

Part IV, Section VIII, Articles 156-158 

Supraj Carneg-ie Endowment compilation of documents 

China terminated her war relation with Germany by a declaration 
of 1919, and in 1921 negotiated with Germany an agreement of com- 
merce and pmity, which included a most-favoreination tariff clause and 
a provision that all custoiSis matters are regulated solely by the internal 
legislation of each” — an interesting provision with respect to Chinese 
tariff autonomy 
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number of these have been set aside, from time to time, in 
the open ports of China, and are known as areas set apart 
for foreign residence,^^ or as “foreign residential conces- 
sions/^ or “ foreign settlements In these areas the sover- 
eignty of China has not been surrendered or suspended The 
foreigners living within them have been entitled to only 
those extraterritorial rights and privileges to which they are 
entitled elsewhere in China, while the Chinese living within 
these boundaries have not been at all removed fpm the 
jurisdiction of the various branches, judicial and otherwise, 
of the Chinese Government For example, land-holding for- 
eigners have been subject to the ordinary land tax In these 
areas, however, the Chinese Government has given permis- 
sion to the foreigners concerned to maintain local adminis- 
trative agencies of their own for the exercise of police, road 
building, and similar powers 

The areas have been of four principal types (i) the 
International and French Settlements at Shanghai, which 
include areas set apart foi foreign residence and trade, but 
not leased to foreign powers, here deeds to interests m land 
have been issued and registered in the usual way by the 
Chinese authorities (2) Residential concessions such as 
those at Tientsin, Hankow, and Canton, where areas were 
leased m perpetuity to particular powers, and divided into 
lots the subleases for which were sold and the proceeds used 
for building roads, “ bunds on river banks, and other public 
improvements , here the chief official has been the consul of 
the nation holding the concessional lease (3) Residential 
concessions of the type at Yochow, where the Chinese Gov- 
ernment expropriated land for an “ international settlement,^’ 
laid out roads, and sold lots by auction, reserving annual 

Classified by Morse, H B , and cited in Moore’s Digest of Inter- 
national Lavo^ II, 648, and m Willoughby, W 'W ^ of cit ^ pp 208-227 
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ground rent, wharfage dues have been levied, municipal ad- 
ministration has been under joint conVol; “ all expenses are 
at the charge of the Chinese Government,” “ the community 
IS burdened neithef with further taxation nor with the task 
of governing,” and “ m the event of further taxation becom- 
ing necessary, it will be under the control of a representa- 
tive body ” (4) So-called foreign residential concessions 

such as those at'Chefoo, where there was no lease or formal 
agreem^t, but where a foreign quarter grew up by tacit 
understanding, in which foreign residents have maintained 
order “ mainly through the force of public opinion ” 

Two other types of foreign territorial rights should be 
noted; (a) The Legation Quarter at Peking which, after the 
Boxer outbreak of 1900, was set aside for the use of foreign 
legations and placed under their exclusive control , the pow- 
ers were given the right to make this area defensible in a 
military way-^ {b) Foreign garrisons which, under the 
final Boxer Protocol,” were to be maintained by the treaty 
powers at various points between Peking and the coast, as 
for example at Tientsin, during and following the revolu- 
tionary disturbances of 1911-12 the powers also set up mili- 
tary control over certain sections of the Pekmg-Mukden 
Railway 

Practically all of the important cities of China contain 
one or more of the foreign residential areas described, some 
of them international, and some national ^Such areas have 
been utilized by foreign residents sojourning in China for 
industrial and commercial purposes 

ExU aterntonahty The treaty powers by early treaties 
established extraterritorial rights in China ” The resulting 

Final Protocol of Saptember 7, 1901, Art VII 25 

Strictly Mewed, extraterritorial rig-hts, as common to nationals of 
various treaty powers, should be classified m the following section of this 
chapter on the general position of foreign enterprise 
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system has been of significance largely in a purely judicial 
way, but an example df its economic advantages is found in 
the arrangement of the British Supreme Court for China for 
the incorporation of British China Companies 

Spheres of Interest — Yangtze Valley^ Manchuria ^ 
Twenty-one Demands No better example may be found of 
the sphere of interest system and its economic importance 
than m China in modern times In fact the system largely 
evolved there, with a possible distinction in terms between 
spheres of interest, carrying a particular economic emphasis, 
and spheres of influence, bearing somewhat more of a politi- 
cal implication and illustrated chiefly in the process which 
led to the so-called partitioning of Africa This distinction 
cannot be sharply drawn, for spheres of interest in China 
have possessed political aspects, but they have centered more 
around economic interests and their development at least 
has been checked, in many instances, before reaching the 
point of annexation The system is not easy t© define in the 
most definite terms, for such a sphere lacks the faifly clear- 
cut legal status of a leased territory, and has usually been 
accompanied by, indeed has been constructed upon the basis 
of, an intricate fabric of economic concessions and other 
forms of economic penetration Nevertheless, the system 
finds formal expression in treaties and agreements of various 
kinds Such agieements may be divided into three fairly 
distinct types In the first place there have been agreements 
between a given foreign power and China m which the latter 
has recognized the former’s special rights in a given part of 
China Secondly, two foreign powers have in certain in- 
stances concluded written agreements, or have arrived at 
informal or secret diplomatic understandings, for* the defi- 
nite mutual recognition of each other’s respective spheres in 
China; such agreements are doubtless the most important 
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type^and may in a sense be considered the essence of the 
system so far as form rather than ecnnomic content is con- 
cerned Thirdly, as a further extension of this type of un- 
derstanding, there Jiave been general agreements between 
two or more foreign powers foi the maintenance of the status 
quo in China Such agreements have varied considerably 
in real purpose For example, when the United States has 
participated in tfeem in one form or another, it has been for 
the purpose of preventing further inroads upon Chinese ter- 
ritorial integrity and of reaffirming the doctrine of the open 
door But in other cases such agreements, even when em- 
ploying the phrase, ^^territorial integrity of China, have 
quite evidently amounted to mutual recognition, among the 
territory-obtaining powers, of their respective, existing hold- 
ings there, as in the case of the Anglo-German agreement of 
1900 following the German acquisition of the Kiaochow 
lease and other economic, non-lease rights in Shantung 
Even the Anglo-Japanese Alliance agreements of 1902 and 
1905 m^y be classified as partly of this third type of in- 
struments for the declaration of spheres of interest, for in 
them Great Britain recognized Japan’s paramount political, 
military and economic interests in Korea, that region having 
not yet been annexed by Japan 

The principal sphere powers have been Japan, Great 
Britain, Russia, France, and Germany, and especially the 
first two, although Russia v/as active in this direction prior 
to her defeat in the Russo-Japanese War'of i904-~5 when 
Japan largely superseded her in influence in the north As 
has been mentioned, Germany was dispossessed by Japan 
in Shantung in 1914-19 The process of economic penetra- 
tion, involving economic concessions and spheres of interest, 
which went on largely from the latter part of the nineteenth 
century to 192 1, may be summarized in the following general 
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terms. Great Britain reached inward from Hongkong to the 
southern provinces of Kwangtung and Kwangsi, and from 
her commercial predominance at Shanghai asserted her 
sphere in the central region of the Yangtze valley France 
reached upward from French Indo-China toward the prov- 
ince of Hunan, and to some extent competed with the British 
interests m the south and elsewhere Germany obtained and 
lost special rights in Shantung Russia peiletrated from the 
north into Manchuria, but was ultimately largely checked by 
Japan Japan, particularly interested in the areas nearest 
her home islands, reached upward from Chosen and the 
southern end of Liaotung peninsula into Manchuria, and 
even into Inner Mongolia, and also acquired special interests 
elsewhere, as in Shantung, and m the Han-Yeh-Pmg indus- 
trial enterprises of central China Thus, as already partly 
mentioned, by treaties of 1892 and 1896 with China, Russia 
asserted preferential rights in Manchuria, in 1894 Great 
Britain by treaty with China claimed special* rights on the 
Siamese border, and m 1898 by another Sino-Bntish treaty 
asserted a sphere ’’ in the Yangtze valley, and by a treaty 
with Russia m 1899 agreed to recognize Russia’s claim m the 
north in return for Russian recognition of the British Yangtze 
sphere, France by a treaty of 1898 with China assumed a 
preferential position in parts of Yunnan, Kwangsi, and 
Kwangtung provinces, Germany set up special interests in 
Shantung m connection with the Kiaochow lease and sub- 
sequent agreements, Japan, by treaty with China in 1898, 
asserted preferential rights in Fukien province, assumed the 
Russian claims in southern Manchuria at the conclusion of 
the Russo-Japanese war, in 1914 claimed the German rights 
in Shantung, and m 1915, in the “Jtwenty-one demands,” 
assumed additional special interests in Manchuria and Inner 
Mongolia and in other areas and enterprises in China 



37S INTERNATIONAL ECONOMIC RELATIONS 

pelgmm and the United States appear to have been prac- 
tically the only ones of the mdustrfal powers at all active 
in the way of economic enterprise in China which have used 
neither territorial ^quisition nor establishment of spheres of 
interest in order to further their economic interests The 
traditional attitude of the United States has been one of op- 
position to monopolistic concessions in any form and to the 
sphere of inteprest system in China. This attitude is 
based both upon general policies and principles^ and upon 
definite provisions in Chma^s treaties with all the “Treaty 
Powers For example, the American treaty of 1844 pro- 
vides in Article 15 that citizens of the United States “ shall 
not be impeded in their business by monopolies or other in- 
jurious restrictions/’ and the American treaty of 1858 pro- 
vides m Article 30 that if at any time China may “ grant to 
any nation or the merchants or citizens of any nation, any 
right, privilege, or favor connected either with navigation, 
commerce, *p51itical or other intercourse not conferred by 
this treaty, such right, privilege, and favor shall at once freely 
mure to the benefit of the United States, its public officers, 
merchants and citizens ” While these and similar treaties 
clearly commit China and the “ Treaty Powers,” the most 
definitive enunciation of the American attitude as an m- 
1 6 ) national policy v/as made by Hay in a circular letter of 
1899 among “ the Powers,” and was reaffirmed at subsequent 
dates; this letter set forth the Open Door policy and the 
doctrine of Equality of Opportunity m "China, and said 
“ the Government of the United States will m no way commit 
Itself to any recognition of the exclusive rights of any other 
power within or control over any portion of the Chinese Em- 
pire ” The Root-Takahira Agreement of 1908 guaranteed 
the status quo and the independence and integrity of China, 
and reaffirmed the principle of equality of opportunity The 
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Lansing-Ishii Agreement of 1917 referred to the special rela- 
tions between countries* created by territorial propinquity, 
and spoke of Japan’s special interests in China, particularly 
in the part to which her territories are contiguous, but in no 
sense admitted any “ paramoimtcy ” of inierest such as had 
been asserted m certain “ spheres ” in China by various pow- 
ers, and it reaffirmed the ummpairment ” of the “terri- 
torial sovereignty of China,” and repeated that the respective 
Governments “ always adhere to the principle of the so^-called 
Open Door ’ or equal oppoftunity for commerce and indus- 
try m China ” 

The American policy, while maintained on principle, 
has incidentally afforded a possible potential advantage to 
American interests to the extent that they are concerned in 
Chinese development One writer, in characterizing the 
American position, has said “ . . she has . . never con- 

sidered it necessary to define her views as to special interest 
in any one part of China Thereby she has run the risk of 
being ultimately debarred from a portion at least of thma’s 
future trade . . She has, however, secured to herself 
freedom from suspicion and the good will of the Chinese 
Republic, each infinitely valuable, were conditions modified 
to render possible the rapid development of Chinese trade ” 

The spheres of interest, while involving military opera- 
tions and political factors, such as the furnishing of foreign 
political advisers, have been perhaps chiefly characterized 
by the assertion o'f special economic interests in the areas 
concerned and by the obligation of China to refrain from 
alienation cession, sale, or mortgage, any portions of 
them, territorially to third powers, and to recognize the 
special, or exclusive, rights and interest^ of the pow^r claim- 
ing the sphere Indeed, except as they may be looked upon 
as first steps toward a desired lease or annexation, and doubt- 
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lesg even when so viewed, these spheres have been essentially 
devices of economic penetration, nol for trade alone, but for 
development of resources and industries and communica- 
tions, and other activities of foreign enterprise They have 
almost invariably been honeycombed by characteristic net- 
works of underlying economic concessions of various sorts 
The public, political arrangement, in short, has been a kind 
of covering drswvn over a predominance of private, economic 
interests The nature of these concessions will be mentioned 

ft 

in a subsequent paragraph. Meanwhile, a fuller idea of the 
process of penetration may be gained by an examination of 
the case of Manchuria and of the so-called twenty-one de- 
mands of 1915 

Manchima Russia had early begun the penetration, 
from Siberia, of northern China, but as Japan developed as 
a world power she came into conflict with this advance As 
mentioned above, at the close of the Smo-Japanese war of 
1894-5 jap'an gamed recognition of the independence of 
Korea,® and had possession of the end of the Liaotung penin- 
sula, but as a result of Russian, French, and German ^^rec- 
ommendation,’’ “retroceded” the latter to China Russian 
interests renewed activity m Manchuria In 1895 there was 
chartered the Russo-Chmese Bank, for operations m that 
and other regions. In 1896 this bank concluded an agree- 
ment v/ith China concerning its operations and m the same 
year a further agreement with China for the construction 
of the now famous Chinese Eastern Railway This railway 
at the present time consists chiefly of a line running from 
the Transbaikalian border, where it connects with a branch 
of the Siberian Railway from China, across Manchuria to 
the border of the Maritime Province, where it connects with 

For a convenient collection of official documents bearing on the 
status of Manchuria, vide Manchuria^ Treaties and AgreenienU^ compiled 
and published by the Cainegie Endowment for International Peace, 1921. 
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Vladivostok, and of a branch running south from Harbin 
to join the South Mancluirian Railway near Changchun It 
thus not only provides a short-cut from Irkutsk and points 
west m Russia through to Vladivostok, ^but is the mam 
northern connection of the South Manchurian Railway and 
with the latter makes up the central transportation system 
for the development of all Manchuria. The Russo-Chinese 
Bank later became known as the Russo- As ig. tic Bank, and 
other foreign capital became involved in it and in the Chinese 
Eastern Railway, the capital of the bank, about 192*0, was 
reported to be largely French Reverting to the events of 
1896, it was reported at the time, without official confirma- 
tion, that m that year China and Russia concluded a so-called 
Cassini Convention by which Russia should extend the 
Trans-Siberian Railway across Manchuiia and should ob- 
tain ice-free outlet to the Pacific^ and also a secret treaty 
of alliance between the two countries for the special purpose 
of checking any Japanese aggression In 1898 Russia leased 
the end of the Liaotung peninsula from China In 1^05, as 
a result of the Russo-Japanese war Japan fell heir to this 
Kwmngtung Leased Territory (on the Liaotung peninsula). 
In 1910 she concluded a convention with Russia guarantee- 
ing the status quo in Manchuria, and at the same time was 
reported to have entered into a secret treaty with Russia 
for their mutual recognition of each other^s Manchurian 
spheres of interest, the line of demarcation between the 
latter to be “ defined m the supplementary article of the 
Secret Treaty of 1907 In 1916 a somewhat similar Russo- 
Japanese convention “in regard to cooperation in the Far 
East was concluded by which these two governments agreed 
to confer with a view to “support or cooperation in case 
cither’s “ territorial rights or the special interests, in the 
Far East’’ should be menaced It was reported to be ac- 



3^2 IIMTEKJSATIUJNAL ULUI^UMIC KHLATIUD^^ 

companied by a secret treaty of alliance^ to strengthen simi- 
lar secret agreements of 1907, 1970, and 1912 In 1915 
Japan made important demands upon China for further 
Japanese rights m Manchuria In 1919 France, Great 
Britain, Italy, Japan, Russia, the United States, and China 
concluded an agreement for the inter-alhed supervision of 
the Trans-Siberian railway system, including the Chinese 
Eastern The^e are the main outlines of the Manchurian 
situation prior to 1921 

Hdwever, the above were the public measures in the case 
IMeanwhile, the private process of economic penetration had 
been going on apace The importance of the Chinese East- 
ern Railway has been mentioned In 1906 the Japanese 
Government issued an order authorizing the incorporation of 
the South Manchurian Railway This railway, with the 
controlling shares owned by the Japanese Government itself, 
has been developed fully, running from Port Arthur and 
Dairen, which latter port in the Kwangtung Leased Territory 
the Japanese have greatly developed commercially, noith- 
ward through Mukden, where a branch runs southeast to 
connect ivith the tip of Korea and on northward from Muk- 
den to connect vath the Chinese Eastern Various branches 
have been built or projected But perhaps most interesting, 
with this central railway as a kind of base, Japanese interests 
have obtained a large number of other kinds of concessions, 
for such things as lumbering, and mining, and have pro- 
gressed rapidly m the general economic development of South 
Manchuria 

These Russian, and latterly Japanese, concessions and 
enterprises in Manchuria are extremely numerous Some 
notion of them may be obtained from the following list of 
a few of the more ifnportant official agreements and other 
documents concerning them, aside from the original Chinese 
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Eastern agreement 18^8, Russia and China, agreement 
concerning southern branch of Chinese Eastern, 1899, Great 
Britain and Russia, notes regarding railway interests in 
China, 1899, reply of Russian Minister m Regard to railways 
north waid and northeastward from Peking, 1899, Russian 
order for building Dalny (Dairen) and creating it a free 
port, 1902, Chinese Eastern Railway and China, agreement 
for Kirm-Changchun railway, 1907, Japan arid Russia, con- 
cerning junction of Japanese and Russian railways in^ Man- 
churia, 1907, Japan and China, provisional customs regula- 
tions for leased territory of Kwangtung, 1907, Russia and 
China, notes regarding special privileges in respect to im- 
ports into Manchuria, 1907, Chinese Eastern Railway and 
China (Heilungkiang Province), agreement for coal-minmg; 
same, contract for expropriation of lands, 1907, Chinese 
Eastern Railway and China (Kirin Province), agreement for 
timbering, 1908, same with Heilungkiang Province, for tim- 
bering, 1908, Japan and China, agreement for Smo-Japanese 
joint stock lumber company for exploitation of Yalu timber; 
1908, Japan and China, convention concerning Kwangtiing- 
Chefoo cable and Japanese telegraph lines in Manchuria; 

1908, Japan and China, supplementary loan agreement for 
Hsmmintun-Mukden and Kirin-Changchun railways, 1909, 
Japan and China, memorandum concerning reconstruction 
of Antung-Mukden railway; 1909, Japan and China, agree- 
ment concerning mines and railways in Manchuria (includ- 
ing extensions of railways, coal mines at Fushun, where 
Japan developed one of the largest collieries m China), and 
arrangements for working as joint Smo-Japanese enterprises 

all mines along the Antung-Mukden Railway and the main 
line of the South Manchuria Railway, excepting £hose at 
Fushun and YuentaC’ — the latter to be purely Japanese; 

1909, Great Britain (Pauling & Co ), United States (“^^ Amen- 
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caa group and China, agreement for Chinchow-Aigun 
Railway, 1910, Japan (Okura & Co^ ) and China, agreement 
for Penhsihu Coal Mining Co , 1911, Japan (Fushun Col- 
liery Co) and China, concerning Fushun colliery, 1911, 
Japan and China, for extension of Pekmg-Mukden Railway 
into Mukden, 1911, Japan and China, regarding railway 
connections at Antung, 1913, Japan and China, notes re- 
garding constriactiOR of certain railways m Manchuria, 191S7 
various notes and agreements known as the twenty-one de- 
mands (to be noted below) , 1915, Japan (Yokohama Specie 
Bank) and China, for Ssupingkai-Chengchiatun Railway, 
1916, Russia ( Russo-iVsiatic Bank) and China, for Pin-Hei 
Railway, 1916, Japan (Okura & Co ) and China (Fengtien 
Province) , contract for loan of yen, 1,500,000) , 1917, Japan 
(South Manchuria Railway Co ) and China, for Kirin- 
Changchun railway loan, 1918, Japan (Bank of Chosen) 
and China (Fengtien Province) for Japanese loan, 1918, 
Japan j^Industrial Bank of Japan, Bank of Chosen, Bank of 
Taiwan) and China, regarding Kirin-Huemmg railway loan, 
1918, Japan (Exchange Bank of China, in association with 
Industrial Bank of Japan, Bank of Chosen and Bank of 
Taiwan) and China, regarding loan for gold mining and 
forestry in Heilungkiang and Kirin, 1918, Japan and China, 
regarding four railways in Manchuria and Mongolia, 1918, 
Japan (Industrial Bank of Japan, Bank of Taiwan and Bank 
of Chosen) and China, for loan for railways in Manchuria 
and Mongolia, 1920, Russia (Russo-Asiatic Bank) and 
Chma^ agreement supplementary to contract for construc- 
tion and operation of the Chinese Eastern Railway 

The Twenty-One Demands One other outstanding 
phase of the relation^ in recent times between China and the 
powers may be mentioned, not as a narration of diplomatic 
history but m order fully to suggest the process of economic 



penetration in the Far East, before dealing with the more 
specific matters of the ,status of all foreign enterprise’ in 
China The Smo-Japanese negotiations of 1915, commonly 
referred to as the “ twenty-one demands,” had to do with 
several different Chinese regions and problems, but they 
were in one sense so much of a unit and were of such 
distinct importance that they may be characterized as con- 
tributing the outstanding event in the Chinese problem be- 
tween the outbreak of the Woild War and the Washington 
Conference * 

Late m 1914 instructions weie issued by Baron Kato for 
the presentation of ceitam demands to China,'® and these 
demands were presented m January 1915 They were di- 
vided into five groups, and the instructions asserted that 
there was nothing new in the pioposals embodied m the first 
group, relating to Shantung, the second gi'oup, relating to 
Japan’s position in South Manchuria and Eastern Inner 
hlongoha, and the third group, relating to affihation of 
Japanese capital with the Han-Yeh-Ping Company', and 
they stated that the fourth group merely emphasized Japan’s 
traditional policy of preserving the territorial integrity of 
China — an interesting statement The instructions admitted 
that the proposals of the fifth group were in a different cate- 
gory, but requested “best efforts” to have even these pro- 
posals carried out. The original demands were, in brief, 
as follows 

Group I, after the somewhat usual language expressing a 
desire for maintaining peace and friendly relations in East- 
ern Asia, proposed that China give full assent to any agree- 
ments between Japan and Germany over the disposition of 

For a convenient compilation of the leading documents, vtde 
Carnegie Endowment for International Peace, The Stno-Jafanese Nego^ 
UaUom of Ip 15, Jafanese and Chinese Documents and Chinese Official 
Statements 
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German rights, interests, and concessions in Shantung, prom- 
ise’ not to cede or lease any territory in Shantung to a third 
power, consent to Japan’s building a railway from Chefoo 
or Lungkow to join the Kiaochow-Tsinanfu Railway, and 
engage to open such towns and ports in Shantung to foreign 
trade and residence as would be jointly decided upon by 
Japan and China 

Group II,^since the Chinese Government ‘^‘^has always 
recognized the predominant position of Japan in South Man- 
churia? and Eastern Inner Mongolia,” demanded that the 
term of the lease of Port Arthur and Dalny and of the South 
Manchurian Railway and the Antung-Mukden Railway be 
extended to a further period of 99 years, that Japanese sub- 
jects in South Manchuria and Eastern Inner Mongolia be 
permitted to lease or own land and engage in other activities 
for industrial, commercial, and agricultural purposes, that 
China grant to Japanese subjects the right of opening the 
mines in^those regions, that China agree to obtain Japan’s 
conseust in advance before granting to other foreign nationals 
railway construction rights in those regions or before obtain- 
ing loans under the security of taxes there, that China first 
consult Japan whenever needing the services of political, 
financial, or military advisers there, and that China agree 
that control and management of the Kirm-Changchun Rail- 
way be handed over to Japan for a term of 99 years 

Group III demanded that the Han-Yeh-Pmg Company 
be made a joint concern of the tvm nat;;ons, that no rights 
or properties of that company be disposed of wuthout Japan- 
ese consent, that no mines in the neighborhood of those of 
the company be worked without Japanese consent, and that 
any future measures affecting the interests of the company 
receive first the company’s consent. 

Group IV asked that China engage not to cede or lease 
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to a third power any harbor or bay or island along the ooast 
of China ’ 

Group V contained various proposals of both general and 
specific nature Those which were territorially specific in- 
cluded ones by which China would agree to grant to Japan 
the right of constructing a railway connecting Wuchang and 
Kiukiang and Nanchang, another between Nanchang and 
Hangchow, and another between Nanchang* and Chaochou, 
and would agree to consult Japan first if foreign capital were 
needed to work mines, build railways, and construct harbor 
w’orks m the Province of Fukien, “ in view of the relations 
between the Province of Fukien and Formosa and of the 
agreement respecting the non-alienation of that province ” 
The general articles included proposals concerning Japanese 
hospitals, churches, missionaries and schools in China, and 
concerning Chinese purchase of munitions of war from Japan 
or establishment of a joint Smo-Japanese arsenal Article 
3 proposed that the police departments of various Chinese 
localities, where necessary, be placed under joint Smo- 
Japanese administration or employ Japanese police, and 
Article I provided that the Chinese Central Government 
engage influential Japanese as political, military, and finan- 
cial advisers 

The negotiations which followed resulted in some revi- 
sions, and even Japan’s ultimatum of May 7, 1915, did not 
result m China’s complete acceptance of the demands, but 
many of the more important ones, especially including those 
of an economic character, were accepted. An official Chinese 
statement listed the following as among the “demands to 
which China agreed ” Kiaochow and the Shantung group ; 
extension of the Dairen (Dalny) and Port Arthur,’ and the 
South Manchuria and the Antung-Mukden railways, leases ; 
Han-Yeh-Ping mines (if the company would agree) ; non- 
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alienation of China’s coasts; Fukien Province; ownership 
of land for trade, manufacture, and agricultural enterprises; 
the South Manchuria mining rights, but these modified so as 
not to give Japan monopoly of them, Japanese to have 
mining rights in nine specified areas Six of the twenty-one 
demands were listed as those demands to which China 
could not agree,” on the ground that they were not proper 
subjects for int^national negotiations, conflicting as they 
did with the sovereign rights of China, the treaty rights of 
other poVers, and the principle of equality of opportunity,” 
and these included, (i) monopolistic rights of the Han-Yeh- 
Ping m adjoining mining properties; (2) joint Smo-Japa- 
nese police administration in China, but China agreed to 
Japanese police advisers for South Manchuria, (3) the rail- 
way demands in the Yangtze valley, because these con- 
flicted with British claims; (4) appointment of advisers 
(general), together with the demands relating to schools, 
hospitals, Buddhist propaganda,” munitions, and arsenals 

The ^actually resulting treaties and supplemental note 
exchanges, with their provisions of interest here, may be 
summarized as follows 

(I) Treaty respecting Shantung China gave full assent 
to any Germano-Japanese arrangement for disposition of 
the German rights, and agreed, as regards the railway to be 
built by China from Chefoo or Lungkow to connect with the 
Kiaochow-Tsmanfu Railway, if Germany should abandon 
the privilege of financing the Chefoo-Weihsien line, that 
China would approach Japanese capitalists for a loan; she 
also agreed to establish certain open ports in Shantung A 
note agreed to non-alienation by China of Shantung terri- 
tory to a,third power. 

(II) Treaty respecting South Manchuria and Eastern 
Inner Mongolia: The Port Arthur and Dalny, and South 
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Manchuria and Antuiig-Mukden Railway, leases wer^ ex- 
tended, Japanese were^ given full rights of residence and of 
engaging in all kinds of economic enterprise in South Man- 
churia, including any desired Smo-Japan@se enterprises, and 
of leasing land for trade or manufacture or agriculture, 
China agreed to open ports in Eastern Inner Mongolia, and 
agreed to revise the Kirm-Changchun Railway Loan agree- 
ment A note provided for selection and working by Japa- 
nese subjects of specified mining areas (m Fengtien^and the 
southern portion of Kirm, m Manchuria) Another note 
provided that China, in building railways in South Man- 
churia and Eastern Inner Mongolia or in issuing loans on 
security of taxes in those areas, would first consult Japanese 
capitalists Still another note agreed to preferential em- 
ployment of Japanese political, police, military, and financial 
advisers in South Manchuria 

(III) Exchange of Notes regarding Han-Yeh-Pmg 
China agreed “ that if in the future the Hanyehpnig Com- 
pany and Japanese capitalists agree upon cooperation, the 
Chinese Government, in view of the intimate relations sub- 
sisting between the Japanese capitalists and said company, 
Will forthwith give its permission The Chinese Govern- 
ment further agrees not to confiscate the said Company, nor 
Without the consent of the Japanese capitalists to convert it 
into a state enterprise, nor cause it to boirow and use foreign 
capital other than Japanese (the Japanese translation 
reads “ or to permit it”) 

(IV) Note regarding Fukien China denied her intention 
of permitting any third power to construct docks, etc , nor 
to borrow foreign capital for such purposes, m Fukien 

(V) Exchange of notes regarding Shantung Japan de- 
clared that if the leased territory of Kiaochow Bay should 
be placed at her disposal she would return it to China, sub- 
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ject^to the following conditions — (i) Kiaochow Bay to be 
opened as a commercial port, (2) an exclusive Japanese con- 
cession (residential area) to be established at some place 
there, (3) “ as regards the disposal to be made of the build- 
ings and properties of Germany and the conditions and pro- 
cedure relating thereto, the Japanese Government and the 
Chinese Government shall arrange the matter by mutual 
agreement befoie the restoration 

In such ways as above indicated have several of the lead- 
ing powers undertaken to gam special and exclusive eco- 
nomic advantage in China The Washington Conference, 
mentioned below, dealt in principle with all such processes, 
but it should not be supposed that that Conference obliter- 
ated all such special advantage Of peculiar significance has 
been the large place of the economic objective in the proc- 
esses referred to, and the economic motives behind them 
The powers active in this respect are more or less highly in- 
dustrializeH tiations, whose national economy is such that 
their folreign economic relations revolve largely around, not 
only the acquisition of foreign markets for finished products 
and foreign supplies of raw materials, but also the obtaining 
of access to economically less developed areas where their 
enterprise and capital may find opportunity for activity be- 
yond the mere domestic opportunities Whatever judgment 
may be formed regarding the ethics of the matter, and the 
methods used, the process may be viewed in the main as the 
aggression of outward-moving national economies, and an 
examination of the national economies concerned, notably 
in the British and Japanese cases, affords ample basis for 
such an interpretation 

The Status of Foreign Enterprise. What has been 

N B The Japanese and Chinese translations o£ the texts vary con- 
■siderabiy in phraseology 
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said above of the limitation of Chinese jurisdiction expjains 
much regarding the sta^tus of foreign enterprise m that coun- 
try as it has been developed for the special advantage of 
given powers There is aiso^ however,^ the matter of the 
status of all foreign enterprise there — special m the sense 
that it IS different from that in other countries, but general 
in the sense that it is common to the enterprise of all the 
so-called treaty powers'"^ Fully considered, this includes 
trade as well as mining, forestry, agriculture, and the build- 
ing and operating of railv/ays This status has hien con- 
ditioned by commercial treaties, and by provisions con- 
cerning open ports, foreign post offices, the tariff system, 
industrial propeity rights, and organization and ownership 
of foreign corporations 

All the treaty powers have had nominally equal gen- 
eral economic access to China, this has been effected by 
commercial treaties, and applies to such matters as the 
open ports, the tariff, trade-marks and patents’ and copy- 
rights, postal facilities, and the status of foreign corpijrations. 
However, m some of these respects some incidental ad- 
vantage exists 

Commercial Treaties — Equality of Access, China has 

For official documents, and geneial works, vide references supra 
— On the tariff system and on industries and foreign trade, vide (i) In- 
specroiate General of Customs (Chinese Customs Administration) , Shanghai, 
{a) Decennial Reports on the Trade^ Navigation ^ InduMries, etc , of the 
Fort!> Open to Foreign Commerce in China^ and the Condition and Develop- 
ment of the Treaty ^ort Provinces, 1894-1924, {b) Foieign Tiade of 
China, Annual, 2 parts, pt I — Repoit and Abstract of Statistics, pt 
II — Imports and Exports, (c) Statistical Department, Regidatiorn, general 
and local, for Chinese Customs Districts, 2 vols , 1921, (2) Schedule of 
Revised Import Tariff for China, with Tariff Rules, pub by Kelly and 
"Walsh, Shanghai, 1922 On industrial property rights, vide Altmi ^m N F , 
Handbook on the Piotection of Ti ade-Mai ks. Patent:,, Cop-yri^its and 
Trade Names m China, Shanghai, 1921 ’ 

In the immediately following paragraphs the situation is traced 
only to a point prior to the Washington Conference 
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treaties of Amity and Commerce’’ with all the so-called 
treaty powers.” In general these treaties, in addition to 
dealing with rights of missionaries and other non-economic 
subjects, provide for (i) pacific relations of trade and 
navigation, (2) economic access to China, within certain 
limits, (3) for this purpose, the maintenance of Chinese 
towns open to trade,” the so-called open ports (4) re- 
strictions upon Chinese tariff autonomy, (5) most-favored- 
nation treatment in tariffs, concessions, and all economic 
enterprt.es The first of the treaties of this type was the 
British one of 1842, the Nanking Treaty ” This was fol- 
lowed by a similar treaty wuth the United States m 1844, 
which provided in Article III that citizens of the United 
States are permitted to frequent the . . ports of . and 

to reside with their families and trade there, and to proceed 
at pleasure with their vessels and merchandise to or from 
any foreign port . ” It also provided in Article IV that 
. . citiz^ens of the United States engaged in the purchase 
or sale ef goods of import or export are admitted to trade 
■with any and all subjects of China wuthout distinction. . . ” 
With respect to rights of travel, in addition to those of trade, 
the British Treaty with China of 1858 provides m Article 
IX that British subjects are hereby authorized to travel, 
for their pleasure or for purposes of trade, to all parts of the 
interior, under passports which will be issued by their con- 
suls, and countersigned by the local authorities”, and, by 
reason of most-favored-nation ” clauses in American 
and other treaties, these same rights are extended to citizens 
and subjects of the United States and other “ treaty powers ” 
However, it should be noted that foreign merchants are not 
permitted to reside permanently or to own business establish- 
ments or other property in regions of China outside the 
specified '' towns open to trade and residence,” although by 
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the Japanese treaty of 1915 Japanese nationals acqjLiired 
such rights m Manchmria 

The United States has concluded with China altogether 
nine principal treaties, conventions, aiid agreements, of 
which the ones of 1844, 1858, 1868, and 1903 are notable in 
this connection Great Britain has concluded 34 principal 
treaties, conventions, and agreements with China, including 
several treaties of Amity and Commerce, ^ especially those 
of 1842, 1858, and 1902 The following list indicates par- 
ticular countries which have concluded treaties, conventions, 
and agreements with China, and in parentheses the ones of 
especial economic significance 

United States — (especially 1844, 1858? 1868, 1903); 
Great Britain — (especially 1842, 1858, and 1902), Japan 
— (especially 1885, 1896, 1903, and 1915); France — 
(especially 1844, 1858, and 1886); Italy — (1866), Hol- 
land (especially 1863), Belgium — (especially 1845 
1865) , Portugal — (especially 1887) ; Germany — (espe- 
cially 1861 and 1880) , Russia — (beginning 1689 a*hd espe- 
cially 1851 and 1858). China also has or has had treaties, 
conventions, and agreements with Austria-Hungary (1869), 
Brazil (1881), Congo Free State (1898), Denmark (1863), 
Sweden and Norway (especially 1847), Mexico (1899), 
Peru (especially 1874), Spam (especially 1864), Korea (or 
Chosen) (1899) 

It should further be noted that in addition to treaties 
between China and other nations, there are a number of 
treaties between other powers relating to China, such as a 
considerable number between Great Britain and other Eu- 
ropean countries regarding reciprocal protection of trade- 
marks in China and a number among various European 
powers and Japan regarding their respective special in- 
terests in China China did not sign the treaty of peace, 
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of June 2 8 j 1919; between the Allied and Associated Powers 
and*Germany, because of her “ inabiUty to accept the pro- 
visions '' in reference to the rights and interests m Shantung.^’ 
Subsequently, by a presidential mandate of September 15, 
1919, she declared the state of war with Germany to be at 
an end While refraining from signature of the treaty of 
peace with Germany, China became a member of the League 
of Nations by joining with the other Allied and Associated 
Powers in the conclusion of the treaty of peace with Austria, 
of Septtober 10, 1919 

In 1921 China concluded a trade agreement^’ with 
Germany, by which the latter, in return for the surrender 
of extraterritoriality, potentially if not technically gained a 
moral advantage in Chinese economic affairs After the 
revolution in Russia the Soviet regime abrogated all the 
previous unequal treaties with China, and claimed hence- 
forth to ask no special rights in China 

Ope^Tf Rorts The commercial treaties first noted 
above provide for general economic access to China within 
the limits of certain designated ports or “ towns opened to 
trade ’’ The original list of these towns has been greatly 
expanded, both by a succession of treaties and by voluntary 
administrative action on the part of the Chinese authorities 
These so-called towns open to trade or treaty ports,” 
not all of them actually ports, are sometimes divided into 
three classes as follows (i) Customs stations including 
the important ports of Harbin, Dairen, Tientsin, Hankow, 
Shanghai, Tsingtao, Chef 00, Amoy, Swatow, Kowloon, and 
Canton, (2) towns opened to trade ” including a consider- 
able number in Manchuria, and several in Shantung, Mon- 
golia,-'^,d Tibet, (3) ports of call” some for passengers 
and cargo, and some for passengers only, of which there are 

Customs offices are not confiined to these stations ’’ 
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a number of so-called “ Yangtze stations (on the great 
central river of China ^ and an even larger number of so- 
called West River Stages (on the important river of the 
southeast) 

Fofetgn Post Offices China has a Government postal 
system, including nearly 10,000 post offices, the administra- 
tion of which contains partly foreign personnel and since 
1 91 1 has been under the Ministry of Communications In 
1898 an agreement with France provided that “when the 
Chinese Government organizes a definite Postal Serwce and 
places a high functionary at its head, it proposes to call for 
the help of foreign officers, and declares itself willing to take 
account of the recommendations of the French Government 
in respect to the selection of the Staffs’, and the “Co- 
Director-General of Posts subsequently appointed was a 
French national In 1914 China joined the Postal Union 

A number of foreign post offices were also established. 
Of these Japan had the greatest number, folloiyed by Great 
Britain, France, Germany, and Russia The United States 
had one, at Shanghai These foreign post offices wei e charged 
from time to time with being used for improper purposes, 
such as the smuggling of opium, the introduction of seditious 
literature among the Chinese people, and the evasion of 
import duties on small shipments 

The Tariff While all the “treaty powers^’ receive 
equal treatment in the levying of Chinese tariffs on foreign 
trade, the administration of the customs occupies a peculiar 
status After the native administrative system broke down 
in 1853 (Taiping Rebellion), the administration at Shanghai 
was taken over by foreign merchants but was later placed 
in the hands of the American, British, and French-T!t?«isuls, 
from this arrangement there ultimately evolved a system of 
Chinese administration, with a considerable number of for- 
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eign employees and officials In this administration the 
British came to predominate, and by unilateral Sino-British 
agreements of 1896 (on the occasion of a loan upon customs 
security) and 18^8 and 1906^ the Chinese Government gave 
assurances that during the currency of the said loan (until 
1932) and m view of the evident preponderance of British 
trade with China/’ the Inspector-General should continue to 
be a British national. 

The World War wrought many changes in the respective 
shares^! western nations in China trade, and the fact that 
a considerable proportion of this trade is transshipped at 
Hongkong exaggerates the British share, but there is no 
means of making an exact analysis of the ultimate points of 
origin and destination of Hongkong transshipments, and it 
is to be noted that China is not definitively committed to give 
predominance in her customs administration to any other na- 
tion even should its share in the trade come to preponderate 
By and since the Boxer Protocol of 1901 China had been 
permitted a 5% ad valorem import and export tariff on for- 
eign trade, but m 1902 for convenience in administration the 
schedules were converted, with a few exceptions, to “ specific 
ones ” on the basis of 1897-99 prices, and with the great 
fluctuation in price levels in later decades these came to be 
much below the allowable 5% A revision was, therefore, 
ratified and became effective August i, 1919, these new 
schedules, largely specific, and based on 1912-16 price 
levels gave China increased foreign trade tariff rates more 
nearly approximating the original 5%, although the level 
probably remained appreciably less than that percentage 
A revision two years after the war was promised, in order to 
allo^^^^dor changed price levels, and this was not made The 
' American treaty of r903 and the British one of 1902 prom- 
ised China that w^hen she abolishes likin ” taxation and all 
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other duties on foreign goods in transit and surtaxes on im- 
ports of foreign goods and exports of native goods^ these 
powers would agree to an increase of the Chinese tariff to 
a point not exceeding 7^% ad valorem 

The following additional facts concerning China’s trade 
taxes should be noted ( i ) There has been by special agree- 
ments a one-third reduction of customs taxes on goods en- 
tering by the land frontiers from certain adjacent Russian, 
British, and French territories, and this rigiat was claimed 
by the Japanese for the Chosen frontier, although ^he ar- 
rangements had not been intended to extend to traffic by raiL 
(2) Imports and exports may be forwarded to or from the 
interior upon payment of a transit tax ” of 2^% in addition 
to the regular duty percentage, and this payment, upon 
proper registration, technically exempts such goods from the 
numerous “ likm ” taxes imposed locally along the interior 
trade routes (3) Imported goods may be forwarded from 
one treaty port ” to another under exemption certificate,” 
Without repetition of the payment of regular custon\s duty 
(4) At several ports, surtaxes of 2 to 7% are levied for 
purposes of local public works, such as conservancy taxes ” 
for harbor improvements 

Industrial Property Rights The situation in China with 
respect to trade-marks, patents, and copyrights is unsatis- 
factory American and other nationals may, through their 
consulates m China, apply to Chinese authorities for pro- 
visional registration of trade-marks, patents, and copyrights, 
with the Customs authorities at Shanghai and Tientsin, but 
this privilege is available in the case of copyrights only for 
works prepared for the use and education of the Chinese 
people, such provisional registration involves no g-iia,^;^tee 
of protection The Smo-Amencan Treaty of i902'*anatfee 
United States-Japan Treaty of 1903 contemplated arrange- 
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ments for the protection of patents and trade-marks, but 
the 'proposed regulations drawn up by the Chinese Govern- 
ment at various times and submitted to the diplomatic body 
for approval have not been acceptable to the United States, 
being based on the principle of mere priority of registration, 
with the danger of legitimizing piracies, rather than on the 
principle of priority of use in China The present practice 
IS therefore one of provisional registration, through a con- 
sulate, with the Chinese Maritime Customs, but this affords 
protection to both legitimate rights and fraud, and its full 
legal status has never been determined Beginning in 1905 
the various powers have concluded arrangements between 
each other for the mutual recognition of these and similar 
rights of industrial property of their nationals m China 
The United States is party to such agreements with Great 
Britain (1905), Germany (1905), France (1905), Italy 
(1905), Russia (1906), Belgium (1905), the Netherlands 
(1905), Japan (190S), and others However, under these 
arrangemenis inventions, trade-marks, and copyrights must 
have been registered m the country of one of the nations 
party to the agreement in order that they may obtain recog- 
nition and protection in the extraterritorial jurisdiction of 
the other party m China Thus, for example, American 
trade-marks must be registered in Japan in order to receive 
Japanese recognition in China This complication has led 
in practice to many infringements in China 

Foreign Coipoiations Foreign firms^ may incorporate 
in China under Chinese corporation laws, which do not dis- 
criminate against foreign capital, the law af 1904 simply 
providing that should foreigners make application for 
share>t5r>a company established by Chinese they must agree 
toT)bserve the Chmese«Commercial Laws as well as the Regu- 
lations of the Company.’^ The only particular restriction 
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appears in Article 4 of the Mining Law of 1914, which pro- 
vided that any national, of a “ treaty power ” “ may cooper- 
ate with citizens of the Republic of China in securing the 
right to mining enterprises provided that he is willing to 
observe this law and other laws relating to the subject But 
the shares taken by a foreigner shall not exceed one-half of 
the whole number ” However, “ neither of the Chinese laws 
above referred to ” has “ been accepted by t^e Treaty Pow- 
ers,” and “ China has, by treaties, undertaken to enact suit- 
able laws which make provision for mining developmftit with 
the assistance of foreign capital”, furthermore, “the light 
of nationals of the Treaty Powers to hold stock in Chinese 
corporations is secured in the Anglo-Chinese Treaty of 1902, 
and the Sino-Japanese Treaty of 1903 ” The Chinese Gov- 
ernment, by Article IV of the American Treaty of 1904, re- 
served the right to “ levy such other taxes as are not in con- 
flict with its provisions,” but it does not impose an income 
tax on either individuals or corporations, although foreign 
corporations are subject to a kind of royalty, called “ pao- 
hao,” on establishments maintained outside the “treaty 
ports ” 

In practice most foreign firms, at least the more promi- 
nent ones, have preferred to incorporate under the laws of 
their own countries, in order to gain prestige and a certain 
position m the extraterritorial jurisdiction in China In the 
case of American firms they formerly incorporated under the 
laws of some one of the states of the United States, although 
in 1917 It was decided by the United States Court for China 
that such firms could incorporate there under the corpora- 
tion law of 1903 for Alaska Later a “ China Trade Act ” 


was passed by the American 

incorporation 



British firms have the advantage of incorporating under 
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the Hongkong Ordinance of 1911, which in 1915 was ex- 
tended to cover British corporations zander the jurisdiction of 
the British Consul-General at Shanghai and the British 
Courts in China ^American and other firms (including Chi- 
nese) had also been incorporating under these Ordinances^ 
but an Order in Council of 1919 barred firms not predomi- 
nantly British from the privilege, and ultimately led to the 
American China Trade Act One of the principal advan- 
tages which British corporations enjoy under the Hongkong 
systemOs freedom from corporation income and excess profit 
taxes Japanese corporations in China, it is understood^ 
enjoy similai privileges 

The Position of Foreign Enterprise: Concessions 
and Loans. In addition to the economic advantages in 
China which certain foreign nations have enjoyed by reason 
of the general arrangements outlined above, it should be 
noted that certain of them have special facilities for eco- 
nomic acCese, by reason of business development, and spe- 
cific business concessions 

Thus the British have a predominance m shipping, com- 
merce, telegraph communication, and banking, and possess 
Hongkong as a commercial entrepot The French have some 
advantage m the South, by reason of the proximity of 
French Indo-Chma, though this is small The Portuguese 
have klacao, but their trade with and enterprise in China is 
relatively so insignificant as to make this possession a negligi- 
ble economic factor The Russians have the access gamed 
by the Trans-Siberian and Chinese Eastern Railwmy system. 
Above all, the Japanese now have special facilities for eco- 
nomic access to China, their shipping and telegraphic com- 
i^^mdatTon are important, they have a commercial and bank- 
ing foothold probably second only to the British, and they 
have the gateways of Chosen, the Kwangtung Leased Ter- 
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ritory, and Shantung The special access of Japan and 
Great Britain makes economic competition m China some- 
what difficult for other nations 

Foreign business concessions and loans occupy a pecul- 
iarly significant and basic place in Chinese national economy 
and international relations The economic instability of 
Chinese government in modem times has been such that it 
is m a sense true that the international status of the 
Chinese Government is determined and conditioned by its 
business contracts with individual firms or synckcates^ 
scarcely if at all less than by its formal treaties with other 
governments It is at any rate seldom that any international 
situation relating to China can be fully understood without 
reference to the intricate fabric of quasi-public as well as of 
public obligations v/hich qualify the freedom of action of the 
Chinese Government 

Among the many and various specific concessions in 
China the ^^controC’ takes various forms, it maybe by a 
loan under which the enterprise when completed will Jdc the 
security, or by providing for supervision of construction, or 
for the purchase of equipment, or for supervision of accounts, 
or for management of operation, or for operation, or there 


For official documents, and general %\oiks, sufra For special 
works, ztie ff — On mining Collins, Wm F, Mineral Enterfnse in 
Chinaj N Y , 1918 On railways (i) Kent, Peicy H , RaiLvjay Enterprise 
m China, London, 1908, (2) Stringer, Harold, The Chinese RatTjjay 
System, Shanghai, 1922, (3) The South Manchuria Railway Co , Its Ori- 
gin, Development, and Phenomenal Rise to Importance, pub by the Co , 
1922, (4) China, Ministry of Communications, (^) Statistics of Railways, 
annual, (^) Railway Loan Agreements of China (printed in Chinese), 
Tables Showing theV arious Obligations of the Ministry of Communications 
Calculated up to Januar;^ 1923 On finance (i) Huang, Feng-Hua, 
Public Debts in China, Columbia Universit)^ Press, 1919, (2) Overlach, 
Theodore W , Foreign Financial Control in China, N Y , 1919, 
Department of Commerce, Currency, Banking, apd Finance m China (d>^ 
Lee, F E ), T P S No 27, 1925 

MacMurray’s Treaties, Introduction. 
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may be actual ownership In practically all cases, the con- 
sideration is an advance of funds by foreign interests In 
cases of Sino-foreign enterprise, “ in practice the foreign 
element predominates It is difficult to give specific classi- 
fication to the concessions by nationality, because (i) 
many enterprises are joint (for example, French and Bel- 
gian) ; (2 ) m some cases a concession has been given to in- 
terests of one ^nationality and later passed to those of an- 
other, (3) concessions in China are legion, and no absolutely 
comprdiensive information regarding them is available, even 
in China 

Industnal Concessions, Since China is as yet only 
slightly industrialized,” and since foreign enterprise ap- 
parently prefers investments of the extractive type, indus- 
trial concessions, using the term in the narrower sense, have 
been relatively few in number and small in importance. 
Foreign manufacturing industry, like foreign trade, has 
tended tow^ards confining itself to the open ports. Within 
the foreign residential areas in the chief cities, certain minor 
industrial franchises, of the municipal type, exist In 1913 
the Banque Industrielle de Chine, a Smo-French bank with 
French control, concluded an agreement with China pro- 
viding for a loan of 150,000,000 francs, to be used for the 
construction of harbor works, wharves, warehouses, and simi- 
lar “ utilities ” at Pukow, which is on the Yangtze River and 
is the southern terminus of the Tientsm-Pukow Railway, 
and to a limited extent this construction was effected The 
agreement also included a concession for the construction of 
waterworks, an electric light plant, tramways, and other 
municipal works in Peking, but these concessions were 
copi^^ytSu by native companies which claimed prior fran- 
'mises, although the Banque Industrielle^^ still maintained 

This bank later failed, though this would not invalidate the claim. 
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its claims. During and since the World War, the scarci^ of 
western capital m China has given Japanese capitalists 
greater opportunity, and it has been reported that the 
“ Chosen-Taiwan-Industrial group of Japanese banks has 
taken the leadership m industrial loans m China, receiving 
in return valuable concessions, of which the most important 
so far is the exploitation by a Sino-Japanese Company under 
Japanese supervision of the large and valuaWe forests of the 
Provinces of Kirm and Heilungkiang, in northern Man- 
churia In 1920 there were reports of the formation of a 
British-China Trading Corporation with a concession for 
trade and general enterprise outside the open ports ’’ of 
China. The most significant foreign industrial “ interest^ 
actually existing m China today is the Japanese one in the 
Han-Yeh-Ping iron and steel enterprise 

Mineral Concessions, Leasing rights in China, outside 
the treaty ports,’’ are not available to foreigners except by 
concessions, of the latter there have been ^n ’extremely 
large number in the field of mining, although many\re ob- 
scure, and many have not resulted in important enterprises. 
In 1914 the Chinese Government promulgated elaborate min- 
ing regulations which, among other things, as noted above 
nominally required that in case of joint enterprises with 
Chinese subjects, at least half the capital should be Chinese, 
later iron mines were excluded from the operation of these 
regulations The Chinese Government has a special tax in- 
terest in certain minerals such as salt, and has bought out 
a number of foreign interests. The 1914 Mining Regula- 
tions stated thht salt and kerosene oil shall be exploited 
only by the Government ” 

A favorite foreign investment method has been'^ol&^k^ 
contracts with Chinese mining companies for the exclusive 

Collins, of, ctt j esp. pp. 55-X43. 
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purchase or sale of their output, thus providing virtual for- 
eign control and usually a monopoly of sales of machinery 
to the companies The British and French have predomi- 
nated m mining concessions m the Central and South regions, 
the Japanese and Russians in the North, but the British and 
Japanese have been most successful of all The greatest 
foreign interests in China mining are in (i) Fushun Col- 
lieries m Manchuria (Japanese), (2) the Han-Yeh-Ping 
Company (iron and steel and coal, Japanese loans and spe- 
cial arrtogements) , (3) the Peking Syndicate (Smo-Bntish, 
with a heavy French share) ; (4) Kailan Mining Administra- 
tion (coal) (Kaipmg) (predominatingly Belgian capital and 
British administration) 

The Han-Yeh-Ping Corporation (the Hanyang-Tayeh- 
PTnghsiang Iron and Steel Enterprise) (with its coal and 
iron mines and its steel plants) is perhaps the greatest in- 
dustrial organization of China It is ostensibly a Chinese 
concern, begun as early as 1890, but it has received numer- 
ous foreign loans, including one in 1910 from the Russo- 
Asiatic Bank, and among these the twelve Japanese loans 
from 1902 to 1913 have predominated As security or con- 
sideration for these the Japanese have obtained not only 
mortgages on plants, but priorities of supplies (as of iron, 
so much needed in Japan), price concessions, and other 
forms of control The ^^21 Demands'^ of 1915 as noted 
above included demands for virtual control of the concern 
and monopoly in certain regions of operations by the Japa- 
nese Government The Japanese have built at Tayeh modern 
blast furnaces to treat the ore coming to them under con- 
tract. Innumerable other mining concessions have involved 
alp^eoT^ery major mineral and the capital and enterprise of 
"japan, Great Britain, Belgium, America, and many other 
countries. 
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Telegraph Concessions The chief foreign companies 
operating cables have been (i) The Eastern Extension^ Aus- 
tralasia and China Telegraph Company, British, (2) The 
Great Northern Telegraph Company, Danish, (3) The 
Deiitscli Niederlandische Telegraphen Gesellschaft, German- 
Dutch, (4) The Commercial Pacific Cable Company, Ameri- 
can The British Company and the Danish Company, with 
their extensive facilities and cable connections, predominate 
in the business These companies operate under concessions 
of various dates, for example, the Great Northern (banish) 
and the Eastern Extension (British) concluded agreements 
with China in 1896 and 1900, the Eastern Extension con- 
cluded one in 1901, and the Great Northern concluded ones 
m 1897, 1899, and 1902 However, in 1911 the Great North- 
ern and the Eastern Extension Companies advanced a loan 
to the Chinese Telegraph ildmimstration for the immedi- 
ate development of telegraphs and telephones”, and in 
1913 an agreement between the Chinese Government and 
these two companies to run to 1930 contained a clause to the 
effect that no other party will be allowed without the con- 
sent of both the said parties to land telegraph cables on the 
coast of China and islands belonging thereto, or woik such 
cables in connection with the Chinese land lines or otherwuse 
to establish telegraphic connections which might create com- 
petition with or injure the interests of the existing lines 
belonging to China or the cable companies” In 1918 a 
Japanese banking syndicate made a five-year loan of yen 
20,000,000 to the Chinese Government, for which the secur- 
ity was to be all the property and revenue of telegraph 
lines throughout the Republic of China,” and by which the 
syndicate was to be consulted m case of future'loj>^ 
loans in connection with the telegraph lines ” 

There are also foreign telegraph companies which have 
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wireless plants or concessions in China In 1918 an agree- 
ment between the Chinese Governmefit and the Mitsui Bus- 
san Kaisha, Japanese, provided for the erection m China of 
a wireless station capable of overseas communication, and 
a supplementary agreement of the same year, apparently 
without consideration and for some time not made public, 
stipulated that during the term of thirty years no other 
party shall be aMowed to erect a similar wireless station for 
communicating telegraphically with Japan, Europe, and 
America^’^ and that neither may the Chinese Government 
itself erect an installation^’ In 1919 the British Marconi 
Wireless Telegraph Company signed an agreement with the 
Chinese Government, by which the latter agreed, if the goods 
be not lower in quality or higher in price than those offered 
by other companies, to purchase exclusively” from this 
British company, “ all its present and future requirements 
in wireless telegraph and telephone apparatus, materials and 
supplies” * Id early 1921 the Federal Wireless Telegraph 
Company, an American concern, signed a contract with the 
Chinese Government for the erection and operation, as a 
joint enterprise with the Chinese Government, of a prin- 
cipal wireless telegraph station at Shanghai, and secondary 
stations at Harbin, Peking, and Canton The British, Japa- 
nese, and Danes protested on the grounds of prior and ex- 
clusive rights obtained by the British Marconi, the Japanese 
Mitsui, and the Danish Great Northern concessions just 
described^ but the American Government supported the 
American company's contract, in language reaffirming its 
stand against monopolistic concessions and ^for the Open 
Door in China. 

Concessions Most of the so-called ^^con- 
servancy ” schemes for the improvement of China’s harbors, 
rivers, and canals are based upon impartial arrangements 



FOREIGN ECONOMIC INTERESTS 


407 


for Conservancy Boards on which the Treaty Powers 
participate, although to some extent the foreign engineers in 
charge of particular improvements have some opportunity 
to arrange for the purchase of supplies of a type produced in 
a particular foreign country, and it may tie remarked fiirthei 
that a number of bridges have been constructed as auxiliaries 
to foreign railway enterprises Thus in 1913 a Smo-French 
concern obtained a concession for the construction of harbor 
works at Pukow, and of a bridge across the’Yangtze to con- 
nect Hankow and Wuchang ^ 

Railway Concessions The contest for concessions in 
China has centered about railways more perhaps than any 
other type of enterprise, because of the supposed profitable- 
ness of their construction and operation and because of the 
incidental but very significant opportunity of selling equip- 
ment In 1898, the year of the so-called battle of conces- 
sions,’^ the Chinese Government issued new mining and rail- 
way regulations which provided that railways, irrespective of 
the amount of foreign capital involved, should remain un- 
der the control of Chinese merchants.” But these pro- 
visions . have not been enforced ” At present the Min- 
istry of Communications has jurisdiction over those lines 
which are under so-called government operation and control 
Since 1 91 1 the new Republican Government has been con- 
tinuing the earlier attempt to ^^nationalize” the railways, 
that is, to bring them under the control of the central govern- 
ment, and with some success However, there are many 
foreign railways, and most of the so-called government rail- 
ways involve ^some form of foreign interests The chief 
railway systems are (i) in the north seven lines radiating 
south, west, and north from Peking and Tientsinp^nd^ con- 
necting with Manchuria, (2) two central lines out of ShamJ^ 
hai, connected by ferry at Pukow with the Tientsin-Pukow 
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Railway, and (3) the partly completed Canton-Hankow 
Railway, expected ultimately to connect by ferry at Hankow 
with the Peking-Hankow line The British, French, Rus- 
sians, Belgians, and Japanese have predominated in the 
Chinese railway situation On account of the efforts of the 
Chinese Government to check further foreign control of 
railways, there is some tendency on the part of foreign in- 
terests to use concessions for mining and other industry as a 
subterfuge for acquiring rights to build and operate railways 
ostensibly as industrial railways 

Foreign Loans It is a significant fact that the Chinese 
Government has been largely unable to obtain sufficient na- 
tive capital, and has therefore had to resort to foreign money 
markets and to contract almost innumerable foreign loans, 
many of these have pledged as security various chief sources 
of China’s revenue, such as the customs and the salt tax, 
while others, probably the majority, have involved the con- 
cessions described above They frequently have been con- 
ditioned®by the spheres of interest claimed by various pow- 
ers have sometimes earned options for certain future loans, 
have sometimes involved some administrative supervision of 
the sources of public revenues pledged as security, and, in 
the case of mining and railway concessions, have almost in- 
variably involved control of construction, purchase of equip- 
ment, management, or operation, or all of these In many 
cases ^ especially in earlier decades, China has received much 
less than par, say 94, while the foreign syndicate has floated 
the loan at slightly less than par, say 99, and has enjoyed 
the differential profit in addition to interest ajid advantages 
of some type of control The private foreign banking in- 
tere^ marking these loans have usually received the diplo- 
>s®f 5 uc support of their governments Indeed, certain selected 
concerns have been quasi-public agencies of the respective 
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foreign Powers ’’ Thus the Japanese loans usually have 
been made through theA^okohama Specie Bank and a syndi- 
cate composed of the Bank of Chosenj the Bank of Taiwan, 
and the Industrial Bank of Japan, the British loans through 
the Hongkong and Shanghai Banking Corporation, and 
the British and Chinese Corporation, a combination of the 
former with the trading firm of Jardine, Matheson and Com- 
pany, the Russian loans through the Russp-Asiatic Bank; 
the Fiench through the Banque Industrielle de Chine, the 
German through the Deutsch-Asiatische Bank, thc^Belgian 
through the Societe Beige d’Etudes de Chemms Fer en 
Chine, and the American loans through a banking group 
composed of such concerns as J P Morgan and Company, 
Kuhn, Loeb and Company, the International Banking 
Corporation, and Lee, Higgmson and Company The loans 
have been classified as (i) war and indemnity loans; 
(2) general or administrative loans, (3) industrial 
loans, including mines, railways and all such types of enter- 
prise, (4) relief loans. No complete record of ull loans 
exists 

The Consortium, In 1910 a Consortium was estab- 
lished by the United States, Great Britain, France and Ger- 
many for international cooperation in loans to China, and 
later Russia and Japan were admitted, the scheme of or- 
ganization was that of private national groups of banking 
interests, operating with the approval of the respective gov- 
ernments In ig^ii a loan of £6,000,000 was made for the 
initial construction of the Hukuang Railways. In 1913 the 
American Government’s support of the American Group 
was withdrawn In 1918, with a view to assisting China 
financially in her participation in the World War, !^e organi- 
zation of a group of American bankefs was undertaken, tlTe “• 
domestic conditions being that the group contain represent- 
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atives of various sections of the country and that the names 
of the bankers to be included and the terms and conditions 
of loans made^ or to be made, be submitted to the Depart- 
ment of State for approval Similar groups were then formed 
in Great Britain, franco, and Japan, and representatives of 
these banking groups met m Pans in early igip and drew 
up a proposed agreement for the approval of the respective 
Governments After somewhat protracted negotiations, de- 
layed principally by the unwillingness of Japan to abandon 
certain Jieservations relating to South Manchuria and Inner 
Mongolia, the agreement was finally ratified in 1920, and 
a further meeting of the four banking groups was held at 
New York In brief the principles agreed upon were as 
follows (i) the Consortium shall be a free and full partner- 
ship, and all options as well as concessions already held by 
the several groups, if the enterprises are not substantially 
advanced,’’ shall be pooled (2) The Consortium shall deal 
only with loans made to the Chinese Government or to its 
province or agencies and involving an issue to the public 
and a guarantee by the Goverment or by a Province of China. 
(3) The Consortium is not concerned wnth general banking, 
industrial, or commercial enterprises, but only with those 
basic enterprises which will serve to establish sounder eco- 
nomic conditions throughout China, these to include the de- 
velopment of transportation and communication, and the 
reorganization of the currency (4) The Consortium looks 
to the best development of China m tha interests of the 
Chinese, and through its agency Chinese securities may be 
offered to the markets of the member groups with assurance 
of safety to the bankers, mvestors, and the Chinese. The 
Con^tituii was of limited effectiveness. 
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The Chinese Situation and the Washington’ 
Conference 

A Conference on the Limitation of Arniament, called by 
the United States, was held m Washington m 1921-22 "" 
The leading World Poweis concerned m the Far East were 
represented One of the chief purposes of the conference 
was agreement among the world powers for the reduction 
and future limitation at fixed ratios of naval armament Of 
equal importance, however, was the consideration of <he Far 
Eastern situation, particularly m China, the line of reason- 
ing, as indicated in the report of the American Delegation, 
being somewhat as follows — peace through naval disarma- 
ment, naval disarmament through peace and trust in the 
Pacific (an important arena of future world politics and 
economy), and, specifically, peace and trust in the Pacific 
through the full establishment of Chinese territorial in- 
tegrity and of the policy of the Open Door and equality of 
opportunity in China ^ 

The Conference, together with its attendant negotiations, 
in approaching the Far Eastern problem, dealt with several 
matters concerning the military situation in China and with 

For proceedings, including texts of treaties, resolutions, and official 
statements, ‘Vide Conference on the Ltfmtatton of Arniainent^ Washington^ 
November 12, i g 2 1— F ebruary ( 5 , 1922, U S Go\-ernment Printing Office 
1922 For report of American Delegation, vide Senate Document 125, 
67th Congress, 2d session, Conference on the Limitation of Armament, 
Address of the Fresident of the United States iubmitting the Treaties and 
Resolutions Affroved^and Adopted by the Conference on the Limitation of 
Armament^ Together v.tth the Refort of the American Delegation of the 
Proceedings of the Conference^ Submitted to the President, February 9, 
1922 (The texts in this publication are not entirely accurate, but it is 
valuable for the report of the American Delegation) For general works 
on the Conference, vide (i) Buell, Raymond L, The Wask^gton^Con- 
ferencCy N Y, 1922, (2) Willoughby, W W, China at the Conferen^e^ 
A Refortj Johns Hopkins University Press, Baltlmiw., ^922 

The United States, Belgium, British Empire, Chma, France, .Italy, 
Japan, the Netherlands, and Portugal 
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several non-Chinese questions For example, a resolution 
provided that the powers would cmnsider withdrawal of 
armed forces in China, and another resolution looked toward 
the reduction of ^Chinese military forces Again, official 
statements promised withdrawal, as soon as possible, from 
Far Eastern Russian territory, namely from Siberia, includ- 
ing the Maritime Province (Vladivostok, etc ) and Russian 
Sakhalin Fur|.her, though it was not a matter for general 
consideration by the Conference, the United States, which 
had ne'^r ratified the Treaty of Versailles and had not en- 
tered the League of Nations, and consequently had never 
recognized the mandates thereby created, during the Con- 
ference negotiated with Japan and entered into an agreement 
With that country m wffiich it agreed to consent to the ad- 
ministration by Japan of the mandated islands in the Pacific 
Ocean north of the Equator, on condition of certain Japanese 
guarantees including especially full ilmerican cable base and 
other eleclrioal communication rights in the Island of Yap 
— an important point m America’s Far Eastern cable system 
Most of the Asiatic questions considered at the Confer- 
ence, however, in one v/ay or another, had to do with China, 
and all of them had a large bearing on the economic situa- 
tion there. The principal results of the Conference m that 
respect may be summarized as follows 

The Four-Power Treaty. A treaty was concluded 
jointly by the United States, Great Britain, France, and 
Japan, which provided for mutual respeet of their insular 
possessions in the Pacific, and replaced the Anglo- Japanese 
Alliance, which was thereby terminated Mhese powers 
agreed, (i) to respect each other’s rights regarding insular 
. - 

The following- paragraphs follow more or less closely, though 
not verbatim, either the language of the treaties, agreements, resolutions, 
and declarations, or that of the report of the American Delegation 
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possessions and dominions in the Pacific; (2) if any con- 
troversy should arise out of any Pacific question and involve 
such rightSj and be not satisfactorily settled by diplomacy^ 
to refer it to a joint board for consideration and adjustment, 
(3) if such rights should be threatened by the aggressive 
action of any other power, to communicate with each other 
to arrive at an understanding as to the most efficient meas- 
ures to be taken, jointly or separately, to meet the exigences 
of the situation; (4) to have the treaty remain m force for 
ten years, and thereafter until terminated upon ^twelve 
months’ notice 

An accompanying declaration provided that the treaty 
would apply to the mandated islands of the Pacific, but 
without committing the United States to recognition of the 
mandate system, and that the controversies indicated would 
not apply to domestic questions such as immigration and the 
tariff A supplementary treaty limited the terms insular 
possessions ” and insular dominions,’' in the case of Japan, 
to Karafuto (Japanese, southern, Sakhalin), Formqsa, the 
Pescadores, and the Japanese mandates, so that the mam 
Japanese islands would not be included 

Non- Alienation of Chinese Territory. China de- 
clared her undertaking not to alienate or lease any (further) 
portion of her territory or littoral to any power 

Weihaiwei. Great Britain declared her intention un- 
der suitable conditions to hand back Weihaiwei (in Shan- 
tung) to China 

Shantung and Japan. It has been mentioned above 
that in 1915 C^ina agreed to assent to disposition of former 
German rights, interests, and concessions in Shantung, to 
open Kiaochow Bay and other places as commercial ports, 
and to permit the establishment of a municipal Japanese,^ 
and if desired an international municipal, concession there. 
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In an exchange of notes in 1918 Japan proposed that the 
Shantung Railway be operated jointly by Japan and China 
and be protected by Chinese police under Japanese jurisdic- 
tion, but China had not ratified this arrangement It was also 
mentioned above lhat in the Versailles Treaty (Articles 156, 
157? 158) Germany renounced her Shantung rights in favor 
of Japan Japan at that time declared her purpose to restore 
Chinese sovereignty in Shantung but to retain the special 
economic rights above described 

Th^ Shantung question could not be brought before the 
Washington Conference because a number of the powers 
represented were parties to the Versailles Treaty, but the 
British and American Delegates offered their good offices, 
and the resulting separate negotiations between Japan and 
China led to the conclusion of the Smo-Japanese treaty of 
February 4, 1922. The principal provisions were as follows* 
(i) Japan to return, within six months, the territory and all 
public properties therein, without charge except for addi- 
tions ai^d betterments made by Japan (2) Japanese troops 
to be withdrawn from the railway line within six months 
and from the territory within thirty days from the date of 
transfer to China (3) The Customhouse at Tsmgtao im- 
mediately to be made a part of the Chinese Maritime Cus- 
toms system (4) The Tsmgtao-Tsmanfu Railway to be 
transferred to China within nine months, the value to be 
fixed by a commission on the basis of 53 million gold marks 
(pre-war value as assessed against Japan by the Reparations 
Commission), the price to be paid m Chinese Government 
treasury notes, secured on the property and revenues of the 
railway with a maturity of fifteen years but redeemable in 
wffiole or-part after five years from date of payment, pend- 
ing complete redemption of these notes, the Chinese Govern- 
ment to employ a Japanese traffic manager, and a Japanese 
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as one of the two joint chief accountants, under the authority 
and control of the Chinese managing director. ( 5 ) The rights 
in the construction of the two extensions of the railway, re- 
served in 1914 for German enterprise ahid subsequently 
granted to a Japanese syndicate, to be opened to the activities 
of an international financial group on terms to be arranged 
between China and the group. (6) The coal and iron mines 
formerly owned by the German railway compaily to be handed 
over to a company under a special charter from the Chinese 
Government, m which Japanese capital may participate 
equally with Chinese (7) Japan to relinquish claim to the 
right to establish an exclusive Japanese settlement in the terri- 
tory, and China to open the whole of the territory to foreign 
trade (8) China to have the privilege of purchasing the 
salt fields hitherto operated by Japanese subjects and to 
incorporate them in its governmental salt monopoly, but 
to permit salt exportation to help meet the salt shprtage in 
Japan (9) Japan to relinquish to China all claims^m the 
Tsmgtao-Chefoo and Shanghai cables, except such portions 
as were utilized by Japan during the World War for the 
laying of the Tsingtao-Sasebo Cable (10) Japan to trans- 
fer to China, for fair compensation, the wireless stations at 
Tsingtao and Tsmanfu (ii) Japan to renounce all prefer- 
ential rights regarding foreign assistance by way of persons, 
capital, and material stipulated in the Sino-German Kiao- 
chow Convention of 1898 

The Twenty-one Demands. The Sino-Japanese trea- 
ties and notes of 1915 were discussed No conference trea- 
ties or resolutions resulted, but official statements were made 
The Chinese Delegation argued the legal and moral h^validity 
of the treaties and notes, their confliqt with the rights of 
others powers in China, their contradiction of Chinese ter- 
ritorial integrity, and their violation of the principle of equal- 
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ity^of opportunity and the Open Doj3r The Japanese Dele- 
gation viewed them as irrevocable, but made a declaration 
as follows (i) Japan had no intention of insisting upon 
her preferential *right, under the treaties, concerning em- 
ployment of Japanese advisers in South Manchuria (2) 
She was ready to withdraw her reservation that Group V 
(regarding land-holding, schools, Japanese advisers, etc , 
throughout all*China) be the subject of further negotiations 
(3) Sl^ was ready to throve open to the joint activity of the 
International Financial Consortium the option granted exclu- 
sively in favor of Japanese capital regarding loans secured on 
taxes there, though nothing m this declaration should annul 
the original terms of the Consortium (4) The Shantung 
problem had already been solved at the Washington Confer- 
ence (s) (In a later statement) Japan reaffirmed her ad- 
herence to the policy of the Open Door in China and her in- 
tention to seek no territory or preferential rights in China 

E^ciraterntoriality. In a Conference resolution, Great 
Britain, the United States, and Japan, recalling that in 
1902-3 they had declared their intention to abolish such ex- 
traterritoriality when conditions w^arranted, agreed to es- 
tablish a commission to inquire into the condition of the 
Chinese legal and judicial system and to assist China m 
reforms in those matters, with a view to the relinquishment 
of their extraterritorial rights there 

Foreign Post Offices. A resolution adopted by Japan, 
Great Britain, the United States, and France agreed upon 
the withdrawal of their foreign postal agencies in China not 
later than January i, 1923, on condition that China main- 
tain an -efficient postal service and that no change be made 
in that service as regards the foreign (French) Co-Director 
General. 

The Customs Tariff. Immediate tariff autonomy for 
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China was not proposed at the Conference, but an attempt 
was made promptly to^make the existing rates an effective 
5%, to pave the way for abolition of likm, and to arrange 
an ultimate increase in Chinese Governn^^ent revenue from 
the tariff by allowing surtaxes of 2^% on ordinary duties 
and of s% on duties on luxury commodities 

A Conference treaty on the Chinese customs tariff pro- 
vided for levision of rates to an effective 5%. By Ann^ I 
to this treaty, the United States, Belgium, the British Em- 
pire, China, France, Italy, Japan, the NetherlanSs, and 
Portugal agieed to a Revision Commission, to meet at Shang- 
hai, and to make such a revision as soon as possible Other 
provisions of the treaty were* (i) (Article II) A special 
Conference of repiesentatives of the signatory powers would 
later be called to consider abolition of the likin and the con- 
sequent ultimate possibility of allowing surtaxes of 2^% on 
ordinary duties and 5% on luxuries (2) This Special Con- 
ference to have the power to put such surtaxes into effect 
(3) Periodical revisions of import duties to be madfe every 
seven years under rules to be laid down by the Special Con- 
ference (4) Effective equality of treatment for all the 
powers always to be preserved in customs matters (5) 
Uniformity of rates of customs duties to be maintained on 
all Chinese frontiers. (6) The charge for transit passes to 
be at the rate of 2^% ad valorem until the arrangements 
under Article II should become effective. (7) Other powers 
having treaties with China providing for the 5 % ad valorem 
maximum to be invited to adhere to this treaty. (8) This 
treaty to over-ride all other treaty provisions inconsistent 
with it, except most-favored-nation provisions 

Radio Stations. Conference resolutions regarding ra- 
dio stations in China dealt rather more^ with operations than 
with basic rights of establishment. They provided \i) 
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Radio Stations of foreign governments ordinarily to send 
and receive only official messages " (2) All foreign radio 
stations to confine their activities to the terms of existing 
treaties and concisions under which they operate (3) Any 
foreign stations maintained without the authority of the 
Chinese Government to be transferred to that Government. 
(4) Questions concerning stations in leased territories, the 
So^4h Manchu^a Railway zone, or the French concession at 
Shanghai, to be questions between the Chinese Government 
and th^government concerned, but this not to be construed 
as automatically validating the maintenance of all such sta- 
tions (5) Owners or managers of foreign stations to confer 
with the Chinese Government with a view to a common 
arrangement to avoid interference in wave lengths 

Chinese Railways. In a resolution, the powers re- 
corded their hope that to the utmost degree consistent with 
legitimate existing rights, the future development of rail- 
ways in China shall be so conducted as to enable the Chi- 
nese Government to effect the unification of railways into a 
railway system under Chinese control, with such foreign 
financial and technical assistance as may prove necessary 
m the interests of that system 

The Chinese Eastern Railway. The question of the 
preservation of the Chinese Eastern Railway and of increas- 
ing its technical efficiency was considered Only a gen- 
eral resolution, however, was adopted, favoring the preser- 
vation of the railway and expressing the conviction that for 
the safeguarding of existing foreign interests in it, better 
protection, greater efficiency and service, and more econom- 
ical use of funds were desirable, the subject was to be dealt 
with through regular diplomatic channels. General assent 
was given to the continuance in force of the railway super- 
vision agreement of 1919 among the several powers. The 
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powers made statements reserving the right to insist upon the 
responsibility of China® in the performance of its obligations 
towards foreign stock and bond holders and other creditors 
resulting from the contract imdei v/hich the railway vras 
built, and the obligations m the nature of a trust resulting 
from the possession and administration of the railway by the 
Chinese Government 

Existing Commitments in China. In^four resolu^ns 
the conference powers, including China, agreed to file with 
the Secretariat-General of the Conference copies of all pres- 
ent treaties or agreements of any kind with China or with 
each other concerning China, copies of these to be trans- 
mitted to the various pov/ers, and similarly to exchange 
copies of future treaties and agreements It was specihed 
that tins should include full information concerning “ all 
those contiacts between their nationals, of the one part, and 
the Chinese Government or any of its administrative sub- 
divisions or local authorities, of the other part, which in- 
volve my concession, franchise, option, or preference v/itli 
1 aspect to railway construction, mining, forestry, naviga- 
tion, liver conservanc}^ harbor works, reclamation, electrical 
commiinica lions, or other pablx woins or public sew/ices 

- or v/Iiicri mvoive a hen upon any of the pubhc levenues 
or propel ixs cl the Chinese G<nwrriment ci any of its ad- 
mimstisiivc subdivisions Fon-conferencc pokier: weie to 
be invited to adhete to this agieement 

The Mine-Po’Irer Treaty. Tire report of the Ameri- 
can Delegation slated that the vmrk of the Conference 
in corniecLion With Far Eastern matters was largely devoted 
to the effort to give new vigor and reality to the coordinated 
pimcrples of territorial and administrative integrity of China 
and of the Open Door ’ or equality of opportunity for all 
nations in China. These principles have been called co* 
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ordmated, but they are, m fact, different aspects of the 
same principle The reaffirmation of these principles was 
comprehensively expressed in the Nine-Power Treaty re- 
garding China, oh February 6, 1922, signed by the United 
States, Belgium, the British Empire, China, France, Italy, 
Japan, the Netherlands, and Portugal. 

In Article I the powers agreed upon certain fundamental 
principles as foUows: (i) to respect the sovereignty, inde- 
pendence, and territorial and administrative integrity of 
China ’’7 (^2) to provide the fullest and most unembar- 
rassed opportunity to China to develop and maintain for 
herself an effective and stable government’’; (3) use 
their influence for the purpose of effectually establishing 
and maintaining the principle of equal opportunity for the 
commerce and industry of all nations throughout the terri- 
tory of China”, (4) ^'to refrain from taking advantage of 
conditions in China in order to seek special rights or priv- 
ileges which iVould abridge the rights of citizens or subjects 
of friendly States and from countenancing action inimical 
to the security of such States ” The American report said: 
“ Thus were reaffirmed the postulates of the American policy 
which were no longer to be left to the exchange of diplomatic 
notes, but were to receive the sanction of the most solemn 
undertaking of the Powers ” In Article II the powers stated 
they “ would not enter into any treaty, agreement, arrange- 
ment, or understanding, either with one another, or individ- 
ually, or collectively, with any Power or Powers, which would 
infringe or impair these principles.” 

Article III defined the Open Door. In^it the powers 
other thanjChina agreed: (i) not to seek or to support their 
nationals 'in seeking any arrangement which might purport 
to establish in favor of their interests any general superiority 
of rights with respect to commercial or economic develop- 
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ment’^ in any designated region of China, (2) not to seek 
or to support their nationals in seeking any such mone)poly 
or preference as would deprive other nationals of the right 
of undertaking any legitimate trade or industry in China or 
of participating with the Chinese Government or with any 
local authority m any category of public enterprise, or which 
by reason of its scope, duration, or geographical extent is 
calculated to frustrate the practical application of the prin- 
ciple of equal opportunity The Chinese agreed"'"^^^ be 
guided by the same principles in dealing with applications 
for economic rights and privileges from governments and 
nationals of all foreign countries ’’ It w^as specified, how- 
ever, that this agreement was ^^not to be construed as to 
prohibit the acquisition of such properties or rights as may 
be necessary to the conduct of a particular commercial, in- 
dustrial, or financial undertaking or to the encouragement of 
invention and research ’’ 

While Articles I and II laid down the general principle 
to be follow^ed, and Article III specified against mgnopolies 
and for the Open Door for foreign economic enterprise in 
China, Article IV went on to declare further against spheres 
of influence In it the powers agreed not to support any 
agreements by their respective nationals with each other de- 
signed to create spheres of influence or to provide for the 
enjoyment of mutally exclusive opportunities in designated 
parts of Chinese territory ’’ 

Article V specifically declared against any railway dis- 
crimination in China, by the Chinese Government on its 
railways or by treaty power nationals on railways con- 
trolled by them, but this referred to discriminations m 
charges and facilities on the basis of nationalit]?^ of passen- 
gers or origin, destination, or ownership of goocis, or na- 
tionality or ownership of the ship or other means of convey- 
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ance before or after the shipment on the Chinese railway, it 
did not refer to railway construction^ rights, which had been 
fully covered m the preceding articles Article VI provided 
for lespect of Chinese neutrality m time of war, Article VII 
for full and frank ’communication among the powers m case 
of controversy over the application of this treaty, and Article 
VIII for inviting other powers to adhere to the treaty An 
accompanying resolution provided a procedure for dealing 
witS^uestions arising, under Articles III and V, among the 
powers with reference to their general policy designated to 
stabilize conditions m the Far East, to safeguard the rights 
and interests of China, and to promote intercourse between 
China and other Powers upon the basis of equality of op- 
portunity There was to be established in China a Board 
of Reference, the plan for the constitution of which was to 
be drawn up at a special conference called for that purpose 
In referring to the Nine-Power Treaty the Report of the 
American Dekgation said It is believed that through this 
Treaty 4he Open Door m China has at last been made a 
fact In the conclusion of that report the view was ex- 
pressed that limitation of naval armament would not have 
been possible without the Four-Power Treaty, and that this 
m turn would not have been possible without a series of 
clearly defined understandings regarding the relations of 
the powers with respect to China, and it was stated that 
such an understanding had two aspects One i elated to 
securing fairer treatment of China, and t]\e other related to 
the competition for trade and industrial advantage in China 
between the outside powers 

After the Washington Conference. The progress of 
internatioiml governmental action in matters of this sort is 
beset with so many delaying obstacles that it is as yet dif- 
ficult to appraise the effects of the Washington Conference. 
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As for specific changes that were indicated by the Con- 
ference agreements there has been some progress^ as m the 
Shantung matter The Commission on Extraterritoriality 
met m Peking on January 12 ^ 1926^ and., ended its sessions 
on September 16, 1926 In its report it recommended a 
number of changes m the Chinese judicial system before 
extraterritoriality should be relinquished by the extraterri- 
torial powers, but also recommended certanj^ revisions 
mg such abolition, for example it stated that the nationals 
of the powers concerned should be required to pay such 
taxes as may be prescribed in laws and regulations duly pro- 
mulgated by the competent authorities of the Chinese Govern- 
ment and recognized by the powers concerned as applicable 
to their nationals ’’ The revision of existing tariff rates to a 
presumably effective 5% was accomplished fairly promptly 
The Chinese Customs Tariff Treaty was ratified by the last 
one of the signatory powers on July 7, 1925, and ratifications 
were exchanged the following month, and the Chinese Tariff 
Conference to consider addition of surtaxes and Abolition 
of Chinese likin met on October 26, 1925 The American 
Delegates were given power not only to agree on those matters 
blit also “ to negotiate a new treaty recognizing China’s tariff 
autonomy ” On November 15, 1925, a committee on pro- 
visional measures of the conference adopted a resolution for 
the recognition of Chinese tariff autonomy, for the removal 
of tariff restrictions contained in existing treaties, and for 
the going into effect of the Chinese National Tariff Law on 
January i, 1929 But progress was delayed partly by the 

U S Department of State, Report of the Commission on Extrater- 
ritoriality in CJnna^ Peking, Sept i6, 1926, Being the Repoit of the Gov- 
ernments of the Commission Appointed in Pursuance to R^oliUion V of 
the Conference on the Limitation of Armaments Vide esp pp 107— 109 
for recommendations 

Statement by the Secretary of State of the United States, X^^nuary 
265 1927 
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unavailability of representative Chinese delegates, and the 
conference ended late in 1926 without having reached any 
definite agreement Subsequently there were increasing 
political and militp^ry disturbances in China, endangering 
foreign nationals and their property, and increasing the dif- 
ficulty of determining what Chinese faction, if any, was the 
representative government of that country Factions m 
cn-iaitol at certain places collected customs tariff duties at 
higherrates than those agreed upon by the powers, and 
growing demands were made by various Chinese factions not 
only that extraterritoriality be withdrawn and full tariff 
autonomy (not simply rate increases) be granted by the 
powers, but that all the so-called “ unequal ” treaties giving 
foreign powers special rights and interests in China be abro- 
gated or replaced. Leading treaty powers despatched forces 
to China for the protection of their nationals and nationals^ 
property and at the same time issued assurances of sym- 
pathy for China and a willingness, under appropriate con- 
ditions, t?o replace the unequal treaties ’’ with ones of the 
ordinary commerce and amity ’’ type existing between the 
Western powers themselves Whether the supposed awaken- 
ing of Chinese nationalism will result in sufficient unifica- 
tion in China to bring about a throwing off of the entire 

According- to a later statement by one power, the lack of agreement, 
so far as the non-Chinese powers were concerned, was partly due to the 
fact that certain powers “ were not satisfied with the assurances which the 
Chinese delegation offered . . as to the purpose to w^hich the Chinese 
Government would themselves de\ote the proceeds of the surtaxes They 
were prepared to grant them only upon conditions which ensured that the 
proceeds would be placed under foreign control and applied — in great 
part — to the liquidation of the unsecured debt” This statement went on 
to assert that the British Government was opposed to this plan for debt 
consolidation and to any consideration of the unsecured debt by the con- 
ference VNe Brjtiih Memorandum forwarded, December 25, 1926, to the 
treaty powders, made public by the U S Department of State, per U S 
DWy, January 27 and 28, 1927 



FOREIGN ECONOMIC INTERESTS ' 42 S 

system of special foreign rights and interests there^ is im- 
possible to predict^ but such a complete development ^ems 
unlikely 

Regardless of such possible events, however, certain facts 
seem clear This whole special system ^hat has grown up 
there may have taken the form it has because of the political 
and military instability prevailing in China, but in essence 
it has been a group of special devices for obtaining advantage 
for foreign economic enterprise This process, 
explained by the kind of economic conditions prevailing in 
China and by the types of national economies possessed by 
the powers most active To mention but one example, Japan 
in recent decades has been rapidly undergoing a process of 
industrialization not greatly unlike that which had previ- 
ously set in m Great Britain and which so largely came to 
characterize her economic structure and to determine her 
foreign relations Consequently, it has not been and will 
not be economically unnatural for Japan, with her limited 
resources and her developing manufacturing industries to 
look to continental Asia, not only as a market for her sur- 
plus production but also especially as a source of various 
essential commodities such as certain foodstuffs, certain 
types of coal, and the materials for steel-making, and a 
field for the industrial activities of her business interests, 
and to pursue this object not alone by trade but as well by 
the extension of her enterprise On the other hand, despite 
minor beginnings of industrialization of her own, China is 
and doubtless will long remain a non-mdustrialized country, 
her economic conditions inviting the activity of foreign en- 
terprise Whether such activity will be carried on m one 
way or another is not the most basic question fmm the eco- 
nomic viewpoint The accomplishments of the Washington 
Conference and a possible development of Chinese national- 
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ista and unity may result in a system under which that ac- 
tivity will proceed in a manner not involving monopolistic 
and unfair advantage to the interests* of any one power and 
perhaps more free from a regime of special restrictions upon 
China herself Tke desirability of the Open Door and the 
integiity of China can not be questioned The essential 
point here, fiom the viewpoint of international economic re- 
lations, is that, however much its legal or other form may 
v3?'5iis^m time k) time, the non-mdustrialized economic con- 
ditions existing m China and the industrialized national econ- 
omies of^ certain of the powers are likely for some time to 
come, and unless and until China shall have become more 
or less thoroughly industrialized, to cause a continuation of 
certain important kinds of activity of foreign enterprise 
there For it is thus that the industrial s tinctures of differ- 
ent regions, in varying forms and under varying policies^ 
play their part m the determination of international rela- 
tions and account for the interlocking of the parts of the 
world economic stiucture 



CHAPTER XI 


NATURAL RESOURCES AND NATIONAI^. 
POSITION 

THE INTERDEPENDENCE OF NATIONS FOR 
ESSENTIAL IvIATERIALS 

I T IS obvious that the economic position of a nation, while 
dependent upon many different factors, including sup- 
plies of labor and of business capital, is greatly, and in 
the first instance chiefly, conditione^i by its quota of natural 
material resources This becomes especially important m the 
case of the leading nations, or economic powers These 
nations m most instances have posited their economic de- 
velopment in modern times upon possession of such re- 
sources For exam.ple, coal and iron were originally avail- 
able m practically all of the present principal industrialized 
countries But these countries have by their very indus- 
trialization tended partly to exhaust such resources, or to 
evolve an industrial system which has finally outrun their 
own production of such raw materials or which has ex- 
panded in such a diversified way as to necessitate the im- 
portation of other types of materials 

This growing interdependence of nations for supplies of 
essential materials is due to several factors la the first 
place, there is the obvious and fundaipental conditioning of 
national economies by natural geographic facts and forces, as 

427 
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noted above in the chapters on ^^The Geographic Factor/^ 

National Economies and World Economy/^ and The 
National Economy of the United States ” A nation either 
has or does not have certain mineral deposits Further, al- 
though it is sometimes asserted that any organic material is 
reproducible (which may be true in an absolute sense of 
physical possibility, but often is not true m a practical eco- 
sense), a nation either has or does not have soil and 
clima^and topography permitting the production of certain 
organic ^naterials But the special reasons why this inter- 
dependence based upon territorial division of labor in the 
production of basic supplies is constantly increasing include 
both the fact that territorial division of labor in the fabricat- 
ing and even the converting industries tends also steadily to 
increase, and the significant fact that, as the industrial revo- 
lution continues to run its course in an accelerating way, 
there is a constant increase m the variety of materials needed. 
This latter fact will be commonly admitted, but it is not 
often sharply recognized Yet a careful survey of the im- 
portant industries of the present time reveals a surprising 
number of them that are of first rank which are only one or 
two or three decades old In other words, the industrial revo- 
lution consists, not alone of constantly improved mechanical 
and economic devices for the increase of industrial efficiency, 
but equally of a constant addition to the list of materials 
w’hich are converted to economic use Indeed, to a large ex- 
tent the advance in material civilization, ^with the resulting 
rise in the so-called standard of living, may be measured m 
terms of the variety of articles available for consumption and 
of a largely parallel variety of materials used in creating these 
articles , *vVhile there are, then, undoubtedly cases both of 
greater diversification in the products of a single raw ma- 
terial, and of decentralization and diversification in the ter- 
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ritorial division of labor, the trend remains largely one of 
growing territorial specialization in production and, partmu- 
larly significant, of increasing variety of types of materials 
necessary m the industrial system Moreover, there is the 
steady increase in the number and efficiency of the commer- 
cial, shipping, and financial facilities for widespread inter- 
change of pioducts All these developments are those which 
account primarily for the increasing interdependence of coup^^^ 
tries for supplies of essential materials ^ 

This phenomenon, as just indicated, has already been 
analyzed in its broader aspects and m its various ramifica- 
tions m earlier chapters, but it is important to touch upon 
it here in a more immediate and specific way, especially as 
a basis for consideration of the international problems of raw 
material controls which will be dealt with in succeeding 
chapters Illustration of this matter of national resource 
status may be found by reference to the accentuated British 
case, to other cases of leading economic powers, and, more 
particularly, to the case of the United States, whose national 
economy is undergoing the interesting evolution traced in an 
earlier chapter, and whose growing dependence for essential 
materials as a result of its industrialization was not until 
recently fully realized but has latterly become the subject of 
popular attention and governmental concern 

The United Kingdom, as just noted, furnishes the lead- 
ing case It still has a surplus of coal, which it normally 
exports, but its consumption of iron has outrun its produc- 
tion, and it must also import cotton, wool, non-ferrous met- 
als, lumber, hides and skins and leather, rubber, petroleum, 
grains, and meats, and many other essential materials for 
manufacturing and food consumption The country of the 
most concentrated industrialization in the world, it is most 
dependent of all nations upon the resources of its cotonial 
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possessions and other countries Germany and France are 
somewhat less dependent m certain^ respects, but their eco- 
nomic position rests very considerably upon foreign re- 
sources, and mcKjentally they have been at least potentially 
dependent upon each other as illustrated by France’s deficit 
of coal and surplus of iron Belgium affords a further case 
of the resource dependence of an industrialized nation 
secondly position in industrial development, when 
compm>i4 with the prime position of other leading countries, 
may be»a result of many factors, but not least of these has 
been a lack of coal which is now only partly offset by de- 
velopments of native water power Japan’s position is in 
some respects similar to that of the United Kingdom It 
has sometimes been called, economically, the Britain of 
the East ” Its dependence for certain types of coal, for 
iron, cotton, certain amounts of rice, and many other prin- 
cipal materials, is fundamental. 

The extent to which such dependence of the industrial 
powers "^upon external resources has conditioned their foreign 
policy is an interesting matter It has been expressed not 
only in trade policy^ as in the tariff, but in financial and other 
policies, and it undoubtedly has had considerable influence 
upon empire policies^ as in the British case; and it serves 
to explain many of the Japanese economic and political ac- 
tivities on the mainland of Asia, including government sup- 
port of Japanese affiliations with the Han-Yeh-Ping coal and 
iron and steel company in China, and innumerable conces- 
sions to Japanese enterprise there Resource dependence 
of the leading economic powers, in fact, underlies much of 
international policy not only with lespect to trade, shipping 
and finance, but also with regard to concessions, spheres of 
influence, and colonies and other phenomena of modern 
empire 



NATURAL RESOURCES , 431 

Such a conception is sometimes gainsaid, with the state- 
ment that resources do ^ot influence the policies of natibns 
because governments have no economic intelligence But 
this view is scarcely borne out by an examination of the 
details of international economic relations It is true that 
it is a mistake to look upon the relatiojis of nations as a 
vast struggle for resources Indeed, it may well be con- 
tended that the interdependence of nations in matters ^oh^ 
resouices as m other economic ways, while to a degi:ve pro- 
ductive of rivalry — competition is one essential feature of 
the economic order, national and international — effects 
much less friction than it does accord arising from 
both mutuality of interests and compensatory character of 
unlike interests It is the nature of business interests 
everywhere to compete but equally to cooperate, for in- 
terdependence clearly necessitates the latter as well as the 
foimer 

However, reverting to the particular matter, of national 
resources, there is considerable evidence not only that the 
business interests of the various countries naturally seek 
essential supplies abroad, but also that the governments of 
the powers not only support those interests but even offi- 
cially “ take stock ’’ of their resource possessions This 
stock-taking was particularly induced by the nationalism of 
the World-War period Many phases of that conflict had 
pivoted upon essential supplies, and about this the whole 
system of war-tra^e control had centered Inventories, 
therefore, looking to the postwar period, were natural 

THE BRITISH POSITION 

A leading example of this, on an imperial rath&Than a 
merely national basis, is found in the surveys of certain 
British commissions, such as the Dominions Royal Com- 
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mission and the Imperial Institute ^ The former made the 
following summary of the resource^ position of the British 
Empire ^ 

Matenals of which the WoilTs Requirements are Mainly or 
Wholly Produced within the Empire. We doubt whether it was 
realized before the w'ar, that the Empire had substantially a mon- 
opoly of the world’s production or distribution of certain most 
HSg^ble commodities of commerce Even if the fact were dimly 
rec8^^ed, no ffiort had been made by the Governments of the 
Empiie ^^dividually, or m cooperation^, to use these commodities 
to their ®:ommercial advantage Canada produces much the largest 
proportion of mckelj cobalt, and asbestos, and in conjunction with 
India, of mica 

New Zealand produces practically the only supply of Kauri 
gum and phonum fiber. 

The Union of South Africa has the virtual monopoly of dia- 
monds and ostrich feathers 

India has a monopoly of jute, whilst the West African Colo- 
nies yield the major portion of the world’s supply of palm nuts 
and palm kernels, and the Eastern Colonies of plantation rubber 

The British Empire produces about 40 to 45 pei cent of the 
world’s^ total supply of wool If merino wool only is taken, the 
proportion is much higher The Empire also produces over 60 
per cent of the world’s output of gold 

Materials of Which the Empire^ s Requirements Are Approxi- 
mately Equalled by Empire Production The second category 
embraces many staple foodstuffs and commodities of which the 
pioduction is widespread both m the Empire and elsewhere In 
many cases the position is that whilst the Dominions are self- 
supporting, the United Kingdom is not Wheat, meat, butter, 
wool, and cheese are examples of this kind 

Articles Mainly Produced and Controlled Outside the Empire. 
It is m this group of articles that the possibility of economic 
pressure from foreign countries controlling supplies of raw ma- 
terials requires especially to be provided against, and that Gov- 

^ Imperial Institute, London Mineral Resources Commission (reports 
on mineral •resources -with reference to the British Empire) Also, Imperial 
Mineral Resources Bureau, London, annual reports 

“ Report ®£ the Dominions Royal Commission on the natural re- 
sour'Ces, trade, and legislation of certain portions of His Majesty’s Do- 
minions, London, Cd 8462. Vide also Appendix, infra 
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ernment action is most needed m ordei to promote economic in- 
dependence In our opinion no general remedy applicable to' all 
classes of goods exists, the action needed must vary in character 
with each article and the precise line to be taken in each case can 
only be suggested to the Governments interested after careful ex- 
amination by the best expert authorities 

THE POSITION OF THE UNITED STATES 

The resource position of the United States' has been^^ohe 
of unequalled variety and abundance Economic-hly this 
country has been an empire within itself, and upon "posses- 
sion of remarkably large supplies of coal and iron, and 
numerous other metals, of timber, of petroleum, of cotton 
and other agricultural materials for fabrication, and of great 
quantities of grams and meats and other foods, it has ex- 
panded its population and developed a system of secondary 
indufstries which, in the aggregate, is the largest in the world 
Largely for these reasons, in the past there has been little 
centralized effort at national inventories of resources. But 
at present the exceptions to its large degree of resource suf- 
ficiency are coming to be more sharply realized and a sum- 
mary consideration of its resource and consequent industrial 
position IS of interest. 

The Share of the United States in World Production 

While there exists no official or authenticated computation 
of the share of United States in total world production 
of the various groups of material products, some general 
estimates have "been made According to one of these, ^ re- 
duced to terms of dollars, the total net value of the annual 
material production of the world in recent years has 

^ Huntington, E , and Williams, F. E , Business Geografhy^ Y , 
1922, pp 14-15 
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amounted to approximately 140 billion dollars^ of which 
food products constituted at least "59 billion, non-metalhc 
raw materials at least 10^ billion, fuels and other sources of 
povver at least io»,billion, and metals nearly 3+ billion, mak- 
ing a total for primary products of moie than 82 billion, 
or, allowing for minor products, perhaps 90 billion, with 
the value added by manufacturing amounting to approxi- 
billion Incidentally, to the extent that this rough 
estimat^>^is an index to the actual situation, it indicates (i) 
the muth larger value placed by the economic world upon 
primary products than upon the process of manufacturing 
and preparing them., (2) the much larger place of foodstuffs 
than of industrial raw materials, and (3) the overwhelming 
importance of commodities of organic origin, the total value 
of the chief metals being computed as less than that of nee 
alone, and thus the prime dependence of material hfemnd 
of the other industries of nations upon the basic plant and 
animal industries, despite the strategic importance of min- 
eral pioducts and the tendency to regard the present age as 
an age of metal ” 

According to the same estimate, the share of the United 
Staces has amounted to the following approximate piopor- 
tiens of the world total aggregates tctal net value of all 
rnc teiial oroduccxon 26U t-cd omducls igA , non-melallic 


txiaii a touitxi Oi aie woiia s maieiual 
nearly a ^ith of the foods, more than 
metallicuaw maleriais over two-fifths ' 


xOUucLion, 


sources of power and the metals, and altogether nesrly a 
fourth of all primary products, as contrasted with more than 
a fourth of the manufacturing values 
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Such an estimate is an extremely rough one As an in- 
dication^ however, that^it minimizes rather than exaggerates 
the absolute, if not the relative, proportions for the United 
States it may be noted that another esUmate, apparently 
made with all possible care by reference to official statistics 
where available, has set the total gross value of the Ameri- 
can output of manufactures for a fairly recent year at ap- 
proximately 62-^ billion dollars, comprising al;)Out 40 iTfe 
world’s total gross output,^ as against 30% for the ipfihediate 
pre-war period Even allowing for the business depression 
of 1920-21 and for the gradual recovery of European in- 
dustry, if the United States’ share was 40% in the year 
indicated it seems probable, in view of the steady American 
progress in still more recent years, that this American share 
at least has not fallen far below the two-fifths mark, and 
has quite possibly increased to a still higher percentage 
However much such estimates may vary, and however 
much they might be subject to revision were tomplete and 
strictly comparable official data available for all countries 
of the world, they may safely be noted as giving some rough 
notion of the large place of the United States in the w^orld’s 
industry and, to a large extent, in the v/orld’s resources. 
Properly interpreted they show what is apparent from a 
more detailed notation of individual resources and industries, 
namely, the truth of the assertion of its large degree of 
economic self-sufficiency But closer examination of the 
facts discloses mere fully that self-sufficiency as well as the 
importance of the exceptions to it, for American consump- 
tion IS correspondingly large, and the growing size and di- 
versity of manufactures places a new emphasis on foieign 
materials 

Austin, O P , Statistician of the National City Bi*nk of New York 
in T/ie Atnencas, June 1921, for the }ear 1919 Gioss \alue included, both 
\alue of materials and \alue added by manufacture Vide also Appendix 
tnfra 
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The Position as Regards Agricultural Resources ^ 

* i 

Foodstuffs. An official survey of the agricultural position 
of the United States^^" made largely on the basis of pre-war 
conditions, indicated the highly favorable nature of that 
position, particularly with respect to foodstuffs It showed 
that the United States, even though its population density 
was much less than that of many other areas, such as the 
rialized c^Kiimtries of western Europe, had the greatest 
total am^ge of cultivated land of any country in the world, 
and that its cultivated acreage per capita was exceeded only 
by that of Argentina and Canada and approached only by 
that of Australia; the culcivated acreage per capita m Japan 
and in the densely settled countries of Europe such as the 
United Kingdom, Germany, and France, was much smaller ‘ 
It further showed that in total calorie value of annual pro- 
duction of leading food crops, the United States had much 
the largest absolute place, and a per capita production ex- 
ceeded janly by that of Argentina and Canada and not nearly 
equalled by that of the other industrialized countries ® 


^ Vide U. S Department of Agiiculture, Geography of the WorWs 
Agriculture (by Finch, V C and Baker, O E ,) 1917, Smith, J Russell, 
Tlhe WorlAs Food Resources , U S Department of Agriculture, A gnculture 
Yearbook^ various years, U. S Department of Commerce, Commerce Yeai^ 
booky \arious years Vide also Appendix, infra 

^ U S Department of Agriculture, Geography of the Worlds Agri- 
culture^ esp pp S-12, also various sections, for data concerning the various 
products and the resources upon which they depend 

^ U S 3 5 acres per capita, Argentina 6 3, ^Canada 4 6, Australia 
34, as against Japan 03, United Kingdom 04, Germany 10, France 

1 5 

^ Total calorie \alue, in millions of calories, of heading food crops 
produced per annum U S 425,442,000, Russia 300,511,000, India 198,- 
133,000, G^many 143,440,000, France 70,829,000, Argentina 45,767,- 
000, CanaEa, 50,835,000, Japan 37,351,000, Australia 11,994,000 Total 
calorie value, in, millions of calories, of leading food crops produced an- 
nualb, per capita Argentina 645, Canada 6 30, U S 463, Germany 

2 12, France i 79, United Kingdom o 56, Japan o 72. 
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This lead m foodstuffs production resulted partly in higher 
consumption^ absolutdy and per capita, and partly in an 
important export surplus The suivey also indicated that 
the only foods for which the United Stages was dependent 
upon foreign countries were coffee, tea, olive oil, rice, sugar, 
cocoa, and bananas, and that some quantities of several of 
these, namely rice, sugar, and olive oil, were produced in 
the United States Indeed, since the survey was li^ 
production has so increased that the United Statp^as be- 
come a net exporter, and some sugar production In conti- 
nental United States and m its colonies and some possibilities 
of production of the other deficit foodstuffs in the insular 
possessions may be noted 

These basic facts account for the pre-war position of the 
United States as a minor importer and a major exporter of 
foodstuffs, a position which has not radically changed in 
the post-war period and which was enhanced during the war 
by the stimulation of American agriculture catised by larger 
world demand for such foodstuff exports But tLere are 
clear indications that this large foodstuff export position 
will not be permanently maintained, as population expands 
and as the predominance of secondary industries within the 
country becomes more pronounced ^ In fact, a recent au- 
thoritative analysis of the problem of land utilization in 
the United States points out that American agriculture is 
now in a stage of transition, and, as noted in an earlier 
chapter, offers ifiterestmg speculations as to its probable 

^ Vide sufiq^ for detailed analysis of the trend of U S national 
economy in this respect Also, The Future of the U nitei States as a Food 
Exporter ^ by Ta}lor, A E , repiinted b\ the Food Research Institute, Cali- 
fornia, from the Manchester Guaidian Commeicial Supplerf!t!nt on Recon- 
struction in Europe, November 1 6, 1922 

Land Utilization in the United States Geographical Aspects of the 
Problem, by Baker, O E , in the GeografJncal Reviesjj (America«i Geo- 
graphical Society), Vol XIII, No i, January 1923 
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effect upon population | It refers to various estimates of the 
future population of the United States:; including one which 
assumes that this will increase less and less rapidly until 
it becomes stationary at about 185 to 190 millions at the 
end of the twentieth century It remarks that the popula- 
tion problem has been solved in France by limitation, in 
England by industrial development with importation of 
1t^)d4^ffs and industrial raw materials, in Germany by a 
balance&^^ystem of industrialization and intensive agricul- 
ture, in Russia by famine, and in nearly all countries by war 
It proceeds to a careful survey of land utilization in the 
tFnited States and estimates that by both irrigation and 
drainage reclamation, and by utilizing cut-over pasture, this 
country could probably feed 185 million people, and that 
by also intensifying cultivation and altering consumption 
accordingly, the population might be permitted to run even 
as high as 400 to 500 million But this would entail change 
of diet and aif altered standard of living, with a considerable 
relative*'increase in food prices And in any event it is 
clear from these and other calculations that any very great 
future increase in population must mean an end of food- 
stuff exportation and a considerable increase of importation 
of foods Even at present the importance of imports of 
foodstuffs, especially tropical ones such as sugar and vege- 
table oils, and the readjustments of the export trade in live- 
stock products and grains, give some indication of the be- 
ginnings of such a trend American foodotuffs dependence 
may not assume large proportions for a long bme to come, 
but expansion of population and industrialization point at 
least to ^ marked decline in the aggregate exportable 
surplus - 

Agriculturral Raw Materials. This trend is even more 

Estimate of Dr Pearl and Dr Reed of Johns Hopkins University 
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1 

marked in the case of the raw material products of agri- 
culture which are used for manufacture It is true that the 
United States remains an extremely large exporter of raw 
cotton, despite the considerable growth oi the cotton textile 
industry, and also exports other agricultural raw materials 
On the other hand, it imports increasing quantities ^of ma- 
terials of this category, such as wool, Egyptian cotton, other^ 
fibers, vegetable oilseeds and oils, and even^hides and sknls, 
and such dependence has been sharply realized in^ihe case 
of rubber 

The Position with Respect to Forestry and Fisheries 

The position of the United States with respect to forest 
and fishery resources has been highly favorable. It has 
important fishery product exports, especially m the case of 
canned salmon Its forest resources are large and it has 
long been a large exporter of lumber But lumbering has 
progressed so rapidly as to threaten timber depledon, and 
imports of wood and wood-products, especially of pulpwood 
and wood-pulp, have become large and highly important 

The Position with Respect to Organic Products 
in General 

The position of the United States with respect to agricul- 
tural and other organic resources may be briefly summarized 
as follows This^coiintry is an exporter of wheat, rye, oats, 

Orig-inally a forest product, the piesent predominance of planta- 
tion rubber brackets it for the agricultural category 

Vide U S Bureau of Fisheries, Fishery Industries of the United 
States (by Sette), 1923 Also, “Commercial Fisheries ’Um Commerce 
Monthly^ November 1925 

Cf Zon, R , and Sparhawk, W N , Forest Servicf^U S Department 
of Agriculture, Forest Resomces of the Worlds 2 vols , N Y , 1923, qsp pp 
1-7 1 and 495-,557 U S Department of Commerce, Commerce Yearbook 
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barley^ corn, rice, cottonseed and cottonseed cake and oil, 
beef and dairy products, pork, mutton, tobacco, salmon, 
certain vegetables and fruits, some hides and skins, certain 
type.s of lumber, apd cotton But it is an importer of copra 
and C(^conut oil, linseed and linseed oil, and other vegetable 
oilseed and oils, sugar, coffee, tea, some tobacco, cacao and 
spices, some hides and skins, wool, Egyptian cotton, flax, 
jute, sisal, famphor, quinine, rubber and gutta percha, 
forest^''^^^ucts such as cork, shellac, gums, rattan and 
quebracho, and lumber, especially pulpwood, and wood- 
pulp Large and varied as its organic resources are, it is 
tending to become more rather than less dependent upon 
the organic products of foreign resources This dependence 
is potentially less acute than in the case of the non- 
reproducible minerals, but the practical difficulties in the 
way of developing any needed organic product at will, due 
to conditions of soil climate, and labor supply, and conse- 
quently of comparative costs, are usually considerable and 
often insuperable, and the likelihood of a more complete 
production of all necessaiy organic materials, at least in 
continental United States, is problematical if not remote 

The Position with Respect to Power and Mineral 
Resources 

Water Power. The water power resources of the United 
States are large and far from fully developed, although 
some of the best areas of water power are not convenient to 

Vide U S Geological Sur\ey, World Atlas of Commercial Geology ^ 
1921, 2 parts, ior basic data on world mineral and power resources, Spun, 
J E (ed)^ PohUcal and Comjnercial Geology^ for current data, U. S. 
Geological Survey, Mineral Resources of the U S , Roush, G A , The 
Miner ad Industry (annual) , U S Department of Commerce, Commerce 
yearbook 
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the present centers of manufactures. Such resources are 
of importance as substitutes for other sources of power 

CoaL The coal reserves and coal production of the 
country are very great, the latter averaging from 40 to 46% 
of the world total, and there is some exportation No rcoal 
deficit threatens 

Petroleum. The United States is the largest petroleum 
producer and exporter of petroleum products in the 
world.^® Its production in recent years has varied 60 
to over 70% of world production It also has largo reserves. 
But consumption and exportation have progressed so 
rapidly that considerable imports of crude petroleum, es- 
pecially from Mexico, are necessary to maintain the exports 
of refined products. Its imports of crude far exceed its 
exports of crude, and in this respect it has a net deficit Al- 
though they are measured in different units, it has also been 
estimated that in certain recent periods the domestic con- 
sumption of refined products, when reduced to crude equiva- 
lent, has slightly exceeded the domestic production of 
crude The future position with respect to petroleum is 
problematical 

Iron. The United States also has a leading place with 
respect to iron and steel In recent periods its output of 
iron ore has varied from 37 to 60% of the world total, of 
pig iron from 40 to 60%, and of steel from 42 to 60% It 
retains large ore reserves But it has already begun to im- 
port appreciable quantities of iron ore, particularly of cer- 
tain types Its imports of the ore are greater than its ore 
exports Considering ore alone, therefore, it has a net de- 

U S Geological Surrey, U orld Atlas of Com 7 ne 7 ual Geology ^ 
Part II, esp pp 38-39 (also Cornirieice Yearbook^ etc ) 

Ibid ^ Pait I, pp 9—16 (also Commerce, Yearbook^ etc ) 

Ibtd , Part I, pp 17—21 (also Commerce Yeaibook^ etc) 

Ibtd ^ ^art I, pp 25—28 (also Commetce Yearbook^ etc) * 
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ficit in non However, the domestic ore yields an exportable 
surplus of iron and steel products ^ 

The Major Minerals. This country is also a very large 
pro'diicer of copper, with 6o% or more of world output 
in rec.ent periods, of lead, with over a third of world output, 
and ol^zinc, with one-third to one-half of world output In 
these cases it imports also, purchasing, for example, large 
“Quantities of copper ore (usually concentrated) and unre- 
fined d 5 ^er, lead ore, and some zinc ore, to supplement 
the larg% aomestic ore supply for the refining industry and 
consequently partly for refined and finished export, but it 
has a net surplus of these ores, that is, has a net exportable 
surplus of the refined and manufactured products from 
domestic ores 

Considering the import and export of the material 
alone, therefore, the comparative position of the United 
States 13 particularly favorable with respect, generally, to 
the four'mamr metals’’ and coal and petroleum, or what 
are sonrt^times termed roughly the six major minerals ” 
In this respect it has a net deficit (of these six materials) of 
only petroleum and iron, and a net surplus of the other 
four Taking only five of these, coal and the four major 
metals, this position is one of considerable contrast with 
that of other leading industrialized countries For ex- 
ample, Great Britain has a surplus only of coal, France only 
of iron ore, Italy only of iron ore and zinc, and Germany 
(formerly) only of coal and that an indeterminate one since 
the World War Furthermore, American iron ore yields an 

Counting; refined copper, lead, and zinc as primary materials rather 
than as manufactured products, but counting- petroleum products as finished 
products ^ 

U S Geological Survey, of at , Part I, p 5 (Estimates including 
production, appari^nt consuKiption as production plus imports less exports, 
deficit ^as difference betvveen production and apparent consumption, and 
surplus as excess of production over consumption ) (Also U^S Department 
of Commerce, Commerce Y earbooky recent years ) Idem, 



NATURAL RESOURCES , ' 443 

exportable surplus of iron and steel ^products, so that in a 
truer sense there is no, net American iron deficit, and the 
possible petroleum deficit (excess of domestic consumption 
of petroleum products over domestic production of criyde 
in terms of products) is as yet slight In a sense, therefore, 
the American position with respect to the principal mineral 
materials is excellent, and this country exports large quan- 
titles of either refined or manufactured products of all of 
them However, what is perhaps most important f/om the 
present viewpoint is that all of these cases mvolvfe piore or 
less important imports of the raw material and that, gen- 
erally speaking, whether or not ultimate domestic consump- 
tion IS dependent, at least the export and production for 
export IS dependent, in greater or less degree, upon such 
imports In short, despite the tremendous lead in absolute 
amount of production, and despite the much larger place 
of consumption than of export m the total finished output, if 
exports are taken into account, the American position even 
with respect to major minerals is not one of compkite inde- 
pendence 

Other Minerals, The United States is also a pro- 
ducer of certain other mining products "" such as vanadium, 
molybdenum, aluminum, mercury, sulphur, gold, silver, 
cadmium, metallic magnesium, and phosphates, and has 
some production of manganese, chromium, tungsten, arsenic, 
and numerous other metals But m many of these cases its 
production of the law material is insufficient for its own 
industrial needs Its imports of potash and nitrates are of 
strategic importance 

In summary it has a surplus of coal and of copper, lead, 
and zinc, but is an importer, not only of some ifon, copper, 

Ib^d j Part I, pp 29—72. V 7 de also, these and above products, 
U S Bureau of Mines, Mineral Resources of the U S , annual, pub ^Iso in 
separate pamphlets, eg ^ Lead m Coffer in 1-925, Zinc in ig2^j 

Petroleum in 1925, etc. 



4^4 in): Em AT ION AL ECONl)MIC RELATIONS 

lead and zinc ore or concentrates, but, more especially, of 
manganese, chromium/ and tungstep (these important in 
its steel industry) and nickel, antimony, asbestos, monazite, 
ar^nic, barytes, ^ quicksilver, graphite, magnesite, mica, 
asb^tos, and platinum, and of crude petroleum, of tin, and 
of poti^sh, and nitrates 

Cf following classification 


I Practical ^otal Dependency of the 
Countries 

^ ^Reproducible Raw Materials 

1 Shellac 4 Copra 

2 Quinine 5 Jute 

3 Natural Camphor 6 Sisal 

I o Rubber 


United States on Foreign 


7 Manila 

8 Silk 

9 Flax 


1 

2 

3 

4 

5 

II 

Surplus 


B Non-Reproducible Raw^ Materials 
Quebracho 
Potash 

Sodium Nitrate 
Tin Ore 

Platinum & Allied Metals 


6 Nickel Ore 

7 Antimony Oie 

8 Cryolite 

9 Asbestos 
lo Monazite 


^dequate Domestic Supply and in Some Cases an Exportable 


A Reproducible Raw Materials 


I Cotton 


2 Cottonseed Oil 


B Non-Reproducible Raw' Materials 


Forest Products 

Faiths 

Bismuth 

Lead 

Cadmium 

Phosphates 


1 1 
I 2 


Metallic Magnesium 13 Salt 

Molybdenum 14 Copper 

Alumina 1 5 Petroleum 

Zinc 16 Coal 

SiKer 17 Iron Ore 

Sulphur 


III Not Produced in Sufficient Amounts m the United States to Satisfy 
Home Consumption and Domestic Supply Must Therefore be Supple- 
mented by Imports from Foreigxi Countries 

r 

A Reproducible Raw Materials 


1 Citrme of Lime 

2 H;des and Skins 

3 Certain ^Vegetable^ Oils 

Coconut Oil Olive Oil 
Linseed Oil Peanut Oil 


4 Tobacco 

5 Hemp 

6 Wool 
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Some of these points ^of dependence are rendered less 
acute by industrial control by concerls of the United States 
of deposits m Latin America and elsewhere, as in the case 
of petroleum and iron ore Others, such as those of potasli 
and nitrates, and in a lesser degree, tin, are 'strategic and, /are 
accentuated by special forms of foreign restrictions ciecU 
ing their price 

The Total Posttion and its Signieicancf 

The United States is the most fortunately placedT)^ all the 
national industrial powers with respect to material resources. 
But in its modern development it is very far from complete 
self-sufficiency and the trend is clearly toward increasing 
reliance upon resources beyond its own territoiial bound- 
aries Certain of these external sources happen to be under 
the industrial control of private interests of this country, 
as in the case of mines in Latin America In other cases 
the importation into the United States goes on freely, so 
far as the country of origin is concerned But in still other 
cases export duties and other restraints for the purpose of 
price increase have been imposed in such a way as to ac- 
centuate the dependence This increasing insufficiency of 
the United States as well as, to a much greater degree, that 
of other leading industrial powers with respect to essential 


B Non-Reproducible Raw Materials 

1 Arsenic > 5 Magnesite 9 Fluor-Spar 

2 Manganese 6 Abrasi\es 10 Mica 

3 Chromite 7 Barytes ii Quicksilver 

4 Tungsten^ 8 Vanadium 12 Natural Graphite 

— From Annals of the American Academy of Fohttcal and- Social 
Science, Vol CXII (“Raw Materials and Foodstuffs m tV Commercial 
Policies of Nations,’’ by Culbertson, W S , al), 1924, pp 21^26 

Cf Redfield, W C (formerly Secretary of Commerce), De- 
fendent America, Boston, 1926 > 
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supplies, not only helps fundamentally to account for much 
of*the existing extens^n of enterprise from one country to 
another, but also presents, m international economic re- 
I^ions, certain problems of material controls, which will 
be\xamined m the following chapters In some instances 
tlies^pioblems are ones of difficulty, but in the last analysis 
they occur in a limited number of cases and are of less final 
^ importance than the fact of the international extension of 
enterp^e and the general industrial interlacing of national 
economie"5 to form a coordinated structure 

For additional data and references on the comparative position of 
the various nations with respect to natural resources and essential supplies, 
^Jide Appendix 



CHAPTER XII 

PUBLIC FOREIGN AND INTERNATION/iL 
CONTROL OF RAW MATERIALS'^ . 

THE QUESTION OF WORLD MONOPOLY OF 
NECESSARY SUPPLIES 

TYPES OF CONTROL OF MATERIALS 

fT^^HAT the distribution of the world’s major re- 
I sources among the areas marked out by the various 
A political boundaries is of strategic importance m 
the economic position of nations has been noted m the pre- 
vious chapter On the basis of this distribution countries 
evolve their respective industrial developments, and their 
governments frequently set up various kinds of political 
controls for the encouragement or restriction of the exploita- 
tion and import and export of the products of their re- 
sources ^ But there are also established private controls 
of these materials, and, m addition, many controls which 
involve the joint participation of governments and private 
concerns Indeed, the distinction between these types can- 
not always be drawn, yet certain cases are reasonably clear 
and the most important of such cases, of all types, may be 
noted The public and quasi-public controls will be con- 
sidered in the present chapter, private exploitatio^n m a sub- 

^ The term raw materials, unless otherwise: indicate^ in t-his and the 
following- chapter, is used to include both foodstuffs and industrial law 
materials 
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sequent chapter While not all of' these controls are monop- 
olistiCj certain of them^are, and it is^this type which is most 
striking and which attains the greater degree of international 
akention 


GO-^RNMENTAL IMPORT AND EXPORT CONTROLS 

Government restrictions which effect international control 
of materials include import and export duties, both prefer- 
ential amd non-preferential, and outright trade embargoes or 
prohibiti^s except under license, “ as well as the more basic 
production and marketing controls 


Import Duties 

Import duties^ present the most familiar type of restric- 
tion on foreign trade among the leading nations at the 
present time They constitute a particularly important 
tariff device of the industrialized countries, and while they 
are frequently used to afford protection to agriculture and 
even to forestry and mining, they are apparently somewhat 
more used to protect manufacturing industries, and when 
this is their principal purpose they are not so apt to be ap- 
plied to imported materials needed by such industries. Yet 
where there is also a domestic production of the materials, 
it not infrequently obtains protection also, so that import 
duties in practice do affect the international flow of raw 
materials However, where the country applying the tariff 
has no domestic production of the material it does not im- 


“ In the following pages, T/is Annals of the A if er can Academy of 
Political and Social Science^ Ra\\ Materials and Fooci=;tUiis in the Com- 
mercial Policies of Nations’’ (b\ Culbertson, S, Vol CXII, 

March 1921.^ has been drawn upon, -with respect to parts of the classifica- 
tion, and data concerning^several cases of raw material contiol 

^ Import and export duties and other restrictions are here discussed 
only with special reference to control of raw materials 
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pose import duties of this sort, except m rare cases where 
revenue is the chief purpose, or wliere it hopes to initiate 
such domestic production, as m the case of the duty impost 
for a time by the United States upon imports of tin 7 he 
actual cases of import duties on raw materials affectii]^^^ the 
industries of the leading countries are, nevertheless, UfOt en- 
tirely rare The principal question here involved, however, 
is whether import duties are internationally ^more justifiable 
than export duties in their effect upon raw materials There 
is a tendency so to consider them, particularly infhe United 
States. This view is that import duties affect only the 
domestic industries or populations using the raw materials, 
or foodstuffs, upon v/hich they are applied, and conse- 
quently are, in a given case, a nation’s own concern only. 
On the other hand, it may be agreed that they react upon 
the primary industries producing them in the exporting 
country, and this is particularly true where a single import- 
ing country constitutes the exclusive or nearly exclusive 
market for a given material It is true that impoft duties 
are in a sense less broadly international in their effect, and 
they rarely result in a world-buying control of a monopo- 
listic nature, whereas export duties in important cases have 
amounted to world-monopolistic manipulation of a selling 
control type It is also true that the effectiveness of a given 
type of restrictive manipulation of a raw material rests 
primarily on the nature of the material itself, and upon its 
production and :;ts world market For example, British 
production and primary marketing dominate the world 
rubber market, and the recent Stevenson plan was simply 
a manipulative device resting upon such domination for its 
effectiveness But import restrictions apparently lend them- 
selves less effectively to such manipulation thaoTio export 
restrictions . With the United States occupying a practically 
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equally dominant place m world rubber buying with that of 
the^^British in rubber seeing, the qiie^^tion whether an Ameri- 
can import restriction on rubber could be as effectual as the 
BVtish export restriction may be an interesting subiect for 
theXretical speculation But in fact, as is clear m this cose, 
wheri a material is an essential one, production control ap- 
pears to have at least an initial advantage over consumption 
control, thus rendering import restriction a less generally 
serious problem than export restriction in such a category of 
commodifies 


Export Duties 

Export duties, while comparatively little used by the lead- 
ing industrialized countries, and constitutionally prohibited 
in the United States, are much in vogue m colonial and other 
economically frontier countries where, iJ the total number 
of products is limited and these products have a more or less 
monopolikic ‘-position in world trade, such a duty is a par- 
ticularfy useful revenue device, serving as a kind of substi- 
tute for a tax on production Their purpose is usually fiscal, 
but they are often also very effectively employed for the 
valorization of the price of commodities upon which they are 
imposed, and since such comimodities m a number of in- 
stances do occupy a monopolistic position in the world 
market and are essential to industrialized countries, they at 
times constitute an important form of raw material control 
Recent examples of export duties on rawunaterials have in- 
cluded those on copra, coconut oil, plumbago, jute, and 
rubber " Certain cases have assumed particular importance 
Jute. British India has an almost complete monopoly 
of the production of raw jute Foimerly Dundee, Scotland, 
was practically the only center of jute manufacture, but 

U S Tariff Commissiorij Coloival Tanjf Policiei^ ^9--? PP 50-52, 
2975 304, 313? 320, 325, 335, et al 
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this industry (either in^ the form of manufacture of ^ jute 
cloth or of manufacti^e of bagging, etc ) has developed in 
Europe, m India itself, and in the United States, where lar^e 
quantities of burlap bagging are needed for the handling of 
such commodities as grains and fertilizers India imposes 
an export tax on both raw jute and jute manufactures, and 
in 1918 it was proposed to increase this duty and m.ake it 
preferential, but the proposal was not adopted ^ 

Rubber, Rubber is another important raw material 
which is essential to the industries of certain leacfing nations 
and the supply of w'hich is subject to a near monopoly 
Originally it was obtained from the wild trees of South 
America and Africa, but with the growth of the plantation 
industry of the Middle East,’’ all but a small part of the 
supply came to be shipped from the estates of British 
Malaya, Ceylon, British India, British Borneo, the Dutch 
East Indies, and French Indo-Chma Production m the 
British Colonies prior to the restriction act of 1922 aver- 
aged from 60 to 80% of the total “ Middle East ” "'produc- 
tion, and this British politico-economic control is enhanced 
by British ownership of plantations in the Dutch East Indies 
and by the dominance of Singapore as the leading primary, 
preparing, and trans-shipment market. On the other hand 
the United States is much the largest impoiter and consumer, 
having taken in recent years as much as 70 to 80% of the 
total supply, particularly for use in the tire industry v/hich 
it has so highly dweloped 

A price decline m 1921 led to proposals for voluntary 
restriction of production am^ong planters, but this failing, 
the British Colonial Office appointed a committee to con- 
sider the matter, and its recommendations, knl)wii as the 
Stevenson Plan, were enacted November i, 19^2' '*This law 
provided for (i) a “standaid production ” for each rubber 
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estate^ based upon output in the*^year ending October 31, 
ig20j plus allowance ror production from new areas, (2) 
aQocation for export of a certain percentage of total standard 
production, quarter by quarter, the amount of allocation to 
var;^according to average prices during the preceding quar- 
ter, and (3) a minimum duty on exports permitted on the 
basis standard production, wuth a sliding scale of increased 
rates applicable to larger amounts of exports, the higher 
gradations of t£ese rates becoming practically prohibitive ^ 
The opQ^'^I.ion of this scheme at times apparently produced 
the desired lesult of increased price in the world market, and 
while the duty was not preferential its effect was sharply felt 
m the United States, where it led to protests and to various 
suggestions for self-help, including the development of 
American owned plantations in the Philippines and in other 
non-British areas as in the Amazon region and in Africa 
Investigations were instituted with the latter object in view, 
and leadmg .American manufacturing interests, some of 
whom sriready possessed estates m the Middle East,’’ took 
steps m this direction, as in the purchase of acreages m Li- 
beria The possibilities of an American controlled supply in 
the Philippines are generally considered the most favorable, 
but the practical obstacles to such development, including 
not only Philippine restrictions on size of landholdings but 

^ U S Department of Commerce, The Plantation Rubber Industry in 
the Middle East (by Figart, D M ), T P S No 2, 1925 Vide also other 
numbers in the Crude Rubber Survey by that Depaztment, eg (i) 
The Marketing of Plantation Rubber (hj Blandin, p J ), T I B No 180, 
1924, (2) Possibilities for Para Rubber Production tn the Philipfme Is- 
lands (by Vance, C P y et al) ^ T P S No 17, 1925, (3) Rubber Pio- 
duction in the Amascon Valley (by Schurz, W. L , et al^j y TPS No 23, 
jt925} (4-) Possibilities for Para Rubber Production in Northern Tropical 
America (hj yxesid-vielly ] Qyetal)yT P S No 40, 1926. Also U S 
Dept of Commerce, Foreign Combinations to Control Prices of Raw Ma- 
terialsy T. A B^No 3S5/ 1926, pp. 6—24, and U S House of Repre- 
«entaUves, Preliminary Report on Crude Rubbery Coffee^ etc,y 69th Congress, 
I St Session, 1926, H, R. Report No. 555, pp. 5-8. 
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also higher wage costs, l-re somewhat typical of the many 
practical difficulties reproducing^^a raw-material industry 
at will, m order to attain national commercial independence 
If such IS true of an organic product, it is even more true of 
a mineral product Another American defense measure was 
the formation of a large buyer’s pool, and, partly as a result 
of this case, it was proposed that the Webb-Pomertne Act, 
which exempts American export concerns from the combine- 
prohibitions of the anti-trust laws, be amenSed to cover also 
import combines Still another Ameiican plan fbp combat- 
ting the rubber control, aside from the official representa- 
tion which as in so many economic matters was ineffective, 
involved adjustment of consumption. It was not feasible for 
the Government to compel such restriction, but the Depart- 
ment of Commerce encouraged a movement for both reduc- 
tion of consumption and greater conversion of scrap-rubber. 
It was claimed that this had some effect upon the price, but 
it could scarcely break the foreign control, since the demand 
for rubber is now so relatively inflexible. The meet novel 
expedient was the search begun by scientists for new rubber- 
yielding species of plants which grow or could be grown in 
continental United States on a commercial scale and for com- 
mercially practical methods of extracting rubber from them 
There is great doubt as to the successful outcome of this 
series of experiments, although nothing of this sort is en- 
tirely beyond the realm of possibility, since equally revolu- 
tionary changes in the sources of raw materials have been 
made in modern industrial history 

Finally the^British Prime Minister announced that the 
Stevenson Act would become inoperative (as of November i, 
1928), the reason probably being, not a politltal^ one, but 
lack of ultimate success of the schem®, and tbis^I^k of suc- 
cess, in turn, was probably due less to the American efforts 
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at resistance or circumvention thanfto the incompleteness of 
the so-called monopoly *hnd the increase in production and 
export in the Dutch East Indies. The abrogation of the 
rubber export duties would seem to indicate an ending of the 
problem, although it is rumored that this British political 
device will probably be superseded by some voluntary 
scheme* of restriction of export involving both British and 
Dutch producers, a scheme perhaps more effective than the 
Stevenson plan One significant point remains to be consid- 
ered Tjiid" Stevenson Act was frequently thought of as a 
measure taken by the government of one leading economic 
power to discriminate against or obtain advantage over an- 
other leading country. It is true that, while not preferentially 
phrased, to the extent that it was effective it operated to the 
disadvantage largely of the United States, since the latter 
country, with its remarkably large automotive and tire in- 
dustries, happened to be the consumer of a large proportion 
of the world’s u'ubber But, as in the instances of many, if 
not mosiD, other international raw material controls, the his- 
tory of the case rather clearly indicates the absence of 
anything approaching political malice If the control was 
politically ill-advised or conducive to friction, or econom- 
ically unwise, it had its inception in a price difficulty and 
what appeared to the producers as a real need for market 
stabilization to save them from disaster In turn, market 
stabilization is coming to be recognized, nationally and in- 
ternationally, as a not entirely undesirable pbjective, a thing 
as justifiable, perhaps, as certain other economic ideals such 
as freedom of inter-play of supply and demand, from the 
viewpoint of the consumer as well as of the producer For 
if the upw^ard and downward sweeps of the price curve in a 
given market p.re too -^severe, the result is not only uncer- 
tainty for both producer and consumer but also general 
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economic waste arising ^Ifrom the violent adjustments thus 
occasioned, as in abandonment ofi capital equipment If 
price curves were smoother, it is argued, both producers 
consumers could plan their operations more efficiently than 
they can when they see-saw, respectively, from extreme ad- 
vantage to extreme disadvantage Moreover, it is pointed 
out, this applies generally more to agriculture than do other 
industries, m that agricultural production is relatively less 
flexible m its response to market demand^ In the case of 
rubber plantations this inherent inflexibility occiu% j^o a pecu- 
liar degree, for the reason that the trees do not come into 
commercial bearing until they are four to six or seven years 
old, nor into full productivity until they are ten or twelve, 
and, once producing, cannot be converted to other use, nor 
their amount of output adjusted without considerable in- 
vestment loss These arguments are not cited in defense of 
the British rubber control scheme, nor do they justify the 
idea of random governmental interference in, industrial and 
commercial situations of that sort, indeed, governmental 
measures in such instances usually seem to prove ill-advised 
and even ineffective But these points show that in this case 
there was a real problem, and that it was primarily an 
economic problem, involving the question of the extent to 
which “ market control or market stabilization ’’ in one 
form or another is economically justifiable in its interference 
with the free mter-play of supply and demand It is seen, 
also, how such situations lead to an interesting type of eco- 
nomic, and at the same time political, problems in the rela- 
tions of different countries 

Preferential Duties 

Duties effecting control of raw materials are--not infre- 
quently preferential, and this is particularly significant in 
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the case of export duties. It is fsometimes asserted that 
preferential import dutiJs on such ma|,erials tend to extend a 
^4iefit to the consumer if practically all of the imported 
commodity is obtained from the country or colony enjoying 
the preference, and there is some validity in the assertion, 
although preferential benefit, like tariff tax incidence, neces- 
sarily Vhries with the relative flexibility of demand There 
is also some truth m the contention that the effect of a pref- 
erential import Suty, when there are other imports made at 
the full tends to amount to a bounty to the producer in 
the favored country or colony On the other hand the pref- 
erential phase of export duties is particularly apt to benefit 
the preferred consumers and to be borne by the producers 
m the countr}?- or colony of export Further, preferential 
export duties are commonly considered to be more provoc- 
ative of conflict than preferential import duties, which they 
probably are at the present time, but there would seem to be 
no fundafnental difference in principle between the two, 
since b( 5 th are primarily for the encouragement of some in- 
dustiy 111 given countries, however, when they apply to raw 
materials, as they at present so often do, they undoubtedly 
tend to meet with sharp opposition in third countries indus- 
trially dependent upon an import supply of such materials 
Examples of preferential export duties on raw materials 
were particularly to be found in various parts of the British 
Empire following the World War, as in the case of export 
duties on palm kernels from British West Africa ‘ later re- 
pealed (m 1922), a proposed preferential duty on jute 
shipped from British India,® and a preferen1?ial export duty 
imposed in British India upon hides and skins,® which caused 

U S Tanff Commission, of ctt , p 340 
y mde sufra 
® Ibid., pp 352-357 
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protest in the United Sta;|es and was later repealed in 1923 
While export duties pe^rsist m raw rriaterial producing coun- 
tries and colonies, they apparently do not tend to survive in 
their preferential form, doubtless due in part to the opposi- 
tion they encounter abroad, but in part afto to the discrimi- 
natory burden they tend to place upon the producers Never- 
theless they continue m certain instances to effect a special 
control of the international supply of raw materials, as m the 
case of tin ^ 

Tin. The world tin market is dominated^b^ British 
interests Tin ore is mined m British Malaya, the Dutch 
East Indies, Australia, Bolivia, British Africa, China, Siam, 
and elsewhere, but in recent times the largest production has 
been m the Federated Malay States The proportion of this 
British Malayan production of the raw material has tended 
to decline, but the British control has been largely main- 
tained, partly through the continuance of Singapoie as the 
leading smelting center and primary markef This posi- 
tion of Singapore in turn has been maintained not’^only by 
the strength of an established business but also by means 
of preferential export duties Prior to 1903 an export duty 
had been levied m the Federated Malay States, and m that 
year an additional duty was imposed on all tm ore shipped 
without guaranty that it would be smelted in the Straits Set- 
tlements, m 1904 the benefit of the preferential was ex- 
tended to Great Britain and in 1916 to Australia This re- 
striction has caused some opposition in the United States, 
which through its tin-plate industry, is the largest consumer 

Geological Survey, World Atlas of Commercial Geology ^ 
Part Ij pp 61 et seq 

Spurr, J E (editor) , et al ^ 'Political and Commercial Geology ^ 
1920, pp 317-336, Sec on Tin, (by Hill, J M ) Phis q'gasi-official com- 
pilation, contributed to by go\ernment geologists, of info^; mat ion concern- 
ing international private exploitation of minerals has-been drav;'n upon 
for data on several cases discussed in this chapter 
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of the metal and which has practically no paying deposits 
of tm ore, although attempts have been made to encourage 
V^e development of scatteied deposits m this country by 
means of import duty protection 

Tr-^de Prohibitions 

GovernAiental trade restrictions affecting raw materials oc- 
casionally take the extreme form of complete embargoes or 
of prohibitions of import or export shipments except under 
license, glftiough this is somewhat rare except in war and 
immediate post-war periods. 

Coal Tar Dyes. The strategic importance of the coal 
tar dye and dyestuff industry, and the German supremacy 
therein, have been alluded to in previous chapters War 
time trade control in this case was continued after the war 
by Great Britain and the United States, in order to promote 
the establishment of a domestic industry In Great Britain, 
in addition to direct financial grants, the Government m 
1918 sef up a system of prohibiting imports of such com- 
modities except under license, in 1919 this was held to be 
without legal basis, but in 1920 it was renev/ed by passage 
of the Dyestuffs Import Regulation Act Similar restrictions 
were applied in other parts of the British Empire An 
analagous licensing system was authorized in the United 
States by the Emergency Tariff Act of 1921, but was re- 
placed by high import duties in the Tariff Act of 1922 

Pulpw'ood. Trade prohibitions extend to exports as 
well as imports Certain provinces of Canada foi some 
years have prohibited the exportation of log 5 or pulpwood 
cut from Crown lands, this is true of Ontario, Quebec, and 
New Brunswick, and in Ontario there is a special tax upon 

S. Tariff Commission, of at ^ p 337 
The An7jals, of at ^ pp 41—44 
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such products unless thej| are used or manufactured within 
the province In addition, the Donjnnion Government ^las 
obtained legislative authorization to apply a similar embargo 
on all logs and puipwood whether cut from Crown or private 
lands These restrictions, w^hile doubtless adopted pri- 
marily for conservation pui poses, have had a particular in- 
ternational significance, since the United States, althiough a 
large exporter of lumber, is also a large importer, and is 
peculiarly dependent upon Canada for a poftion of its sup- 
ply of puipwood for maintaining its paper mdiistryi 

Other Cases. Cases of restrictions of this sort designed 
to control raw materials m a strategic way are apparently 
somewhat rare, but where they do impinge upon the im- 
portation of essential materials by other nations they aie apt 
to receive considerable attention At the present time the 
United States is exhibiting some concern over all types of 
foreign governmental measures affecting important materials 
in its impoit trade Generally speaking prohibitory restric- 
tions are not practiced by this country, m its continental or 
colonial areas However, it has recently been unofficially 
reported that the Philippine Government was considering the 
complete prohibition of export of the seeds of Manila hemp 
m Older to insure the continuation of the practical monopoly 
of the production of such hemp by those islands In an era 
when nationalistic trade restrictions are not yet a thing of 
the past, their application m such a wa}^ as to enhance con- 
trol of raw m.ateri^als is as apt to occur as their use for other 
purposes, and is not unlikely to appear, m one form or an- 
other, among pc^actically all leading nations It is significant, 
however, and often lost sight of, that such controls are ap- 
parently m no instance deliberately planned for the disad- 
vantage of a rival nation, but are quite evidently^'tablished 

Ibid y pp 38-40, 231-232 
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for the advantage of the restricting ^ation^ as in the develop- 
ment of an industry or i:he maintenance of a world market 
p^ice; m short, like other phases of national economic policy 
they may be selfish but can scarcely be thought of as 
malicious. 


GOVERNMENTAL PRODUCTION AND 
MARKETING CONTROLS 

Obviously manj« phases of national policy other than im- 
port and export restrictions affect raw materials in a gen- 
eral way* these include the entire category of internal meas- 
ures for encouragement or restriction of various industries 
One phase of such policy is of distinctly international im- 
portance, namely, the restriction or encouragement of pro- 
duction by foreign nationals Such encouragement is not 
common, but may occur in the granting of special conces- 
sions or contracts by the governments of the countries in 
which the resources are located, a policy of this sort seldom 
takes d^nite form, but such a government, as in the case 
of China, may in given instances favor the nationals of one 
foreign country as against those of another On the other 
hand, restrictions are frequently placed upon the exploita- 
tion of resources by nationals of all foreign countries, or by 
nationals of countries not granting reciprocal privileges, or, 
in practice if not in law, by nationals other than those spe- 
cially favored. Policies of these latter t3rpes will be partic- 
ularly illustrated in the case of petroleum, discussed in a 

f 

subsequent chapter 

Aside, however, from the various national^policies which 
influence the development and operations of industries in 
general or of certain groups of industries, including those 
producing materials, and which thus directly or in- 
directly affect "other countries or their nationals, there are 
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not a few cases where gc^vernment activities^ either by way 
of restriction or assistance or botlj, not only are dir6?cted 
toward a specific industry, but also result m a manipulatiord 
of the supply of a given raw material of importance to other 
countries These are particularly effectiv^'e where there is a 
monopoly or practical monopoly of such a material These 
governmental measures are of many different kinds. They 
include* simple restriction of production, maintenance of 
compulsory syndicates of producers and mafketmg agencies; 
establishment of government bureaus for regulat;ion of pro- 
duction and marketing, levying of taxes and floating of loans 
for impounding surplus supplies, m order to equalize losses 
among individual producers, and to equalize prices in va- 
rious ways, as well as for mere promotion of production or 
improved methods of production and for propaganda to in- 
crease consumption, governmental marketing of the entire 
supply of a given material , and governmental participation in 
actual pioduction and marketing or in primarily private com- 
bines for production and marketing These production and 
marketing measures m turn are frequently combined with im- 
port or export control, particularly wuth the export duty, 
which is often highly effective both in raising revenue neces- 
sary for the maintenance of the control and, especially, m re- 
stiicting exports in such a way as to influence world prices 
The actual cases of such production and marketing controls 
consist so largely in a combination of one or more of the de- 
vices mentioned that it is impossible and m a sense illogical 
to attempt to classify them too minutely Perhaps the 

The various raw material and foodstuff controls are listed by 
Culbertson, W S , in The Amiah (of a/) as (i) import duties, (2) ex- 
port duties, (3) government prohibitions, embargoes, ai^'d licensing sys- 
tems, (4) preferential duties and other trade restrictions, (5)'' government 
aid to producers, (6) government monopoly, (7) fi"»an^l control by 
producers, (s) financial control by buyers, and (9) concessions ^ 
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most convenient and most sensible classification consists m 
thdr division into controls through governmental regulation 
'and assistance and controls through governmental participa- 
tion, although even these categories overlap somewhat, for 
example, govermhent representation in the Italian organiza- 
tion for control of citrate of lime might from one viewpoint 
be considered a form of government participation, while 
the participation of governmental interests m actual potash 
production in Germany has probably been less effective in 
maintammg market control there than the official mainte- 
nance of the potash syndicate among private producers 
The essential points are simply that a number of monopolis- 
tic controls of important raw materiajs and foodstuffs exist 
throughout the world as a result of governmental activities, 
that these activities take a great variety of forms of both 
restriction and assistance, that usually several of these t3^es 
of activity are involved in a given case, and that in some 
cases the 'government itself is partly or even exclusively the 
producir or marketing agency The leading cases of the 
various kinds are discussed in the following paragraphs 


Governmental Regulation and Assistance 

Coffee. Coffee presents an outstanding case of raw 
product control, involving both regulation and assistance by 
a government Brazil, which is much the largest producer 
and exporter of coffee and is peculiarly dependent upon such 
production and exportation since this busifiess dominates its 
national economy, for years has followed the practice of 
“ coffee valorization,’^ a scheme for price maintenanced^" 

U S Psderal Trade Commission, Cooperation in American Export 
Trade^ Paft^I^ p 190, U S Department of Commerce, Valorization of 
Brazilian Cojfee fby Schurz, W L ), T I B , No 73, 1922, Valorization 
of Co^ffee in Brazil ’’ m Commerce Reports^ December 10, 1923 
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This has been of special interest to the United States, which 
is by far the largest importer of Brazilian coffee/^ ValorJza- 
tion had its inception m i902“3 when a commercial oversup- 
ply led to low prices and resulted in a law in Sao Paulo, the 
leading coffee growing state, limiting plantirig In 1906-7 the 
three states in which coffee growing is most important con- 
sidered a joint arrangement for price control, but or^ly Sao 
Paulo proceeded with the plan, which involved loans and taxes 
to provide funds for purchase and storage of coffee at times 
of surplus supply A loan was floated, in parj: directly 
through foreign bankers, and in part indirectly through the 
Federal Government, which obtained funds in London A tax 
was placed on coffee exports to provide for interest and amor- 
tization Some difficulties were encountered at that time and 
subsequently m obtaining the necessary foreign financial as- 
sistance, but they were largely overcome At one time bank- 
ing interests in the United States became involved Mercan- 
tile interests here also were reported at one time as partici- 
pating m the syndicate,’^ but an unsuccessful lega\ action 
under the anti-trust laws and a law of 1913 authorizing the 
United States Government to seize coffee imports when re- 
straint of trade was proved, apparently ended this participa- 
tion In 1917 the State of Sao Paulo made a joint arrange- 
ment with the Federal Government of Brazil, and in 1921 the 
latter government took over the system In 1922 a national 
law was passed, establishing an Institute for Permanent Cof- 
fee Protection (Institute de Defensa Permanente de Cafe), 
its finances to be used for the three mam purposes of loans to 
growers, propaganda to promote coffee consumption, and 
government purchase and storage of coffee to effect price 

•» 

U S Department of Commerce, Foreigyi Co?nbtn-aUons to Control 
Prtces of Ravj Materials, T I B , No 385, p{) 25-28, House o£ 
Kepresentatives, of 6/^ , pp 9—10 » 
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control Competition in coffee e:^portation from Colombia^ 
Venezuela; Central Ainerica, and other countries has had 
some effect, but BraziFs exports of the cheaper grades have 
continued to dominate the market, and Brazilian valorization 
apparently has Seen fairly effective at times in enhancing 
coffee prices 

Cacao* A very similar valorization system exists in 
Ecuador That country does not produce so large a pro- 
portion of theVorld’s cacao as does Brazil of the world's 
coffee, bu^* its cacao is its chief product and export, and 
yields a superior quality of cocoa, w^hich renders price con- 
trol feasible In 1912 there was organized, with govern- 
mental assistance, an Association of Agriculturists of Ecua- 
dor, which has a v/ell-developed administrative structure, 
has banking connections at home and abroad, buys and ex- 
ports a considerable propoition of the crop on its own ac- 
count, and IS a quasi-governmental institution, since it is per- 
mitted to fix^ local prices and to finance its operations by 
means «Df an export tax on cacao Its success has not been 
unqualified, m view of financial difficulties and of increasing 
competition, as from Brazil and Africa A price decline in 
1920 caused temporary difficulty for a banking corporation 
m the United States which, due to the fact that this country 
is the leading buyer of the cacao, was an important agency 
for the Association. In 1922 it was reported that Brazil had 
proposed a joint valorization plan, with participation by 
Brazil, Portugal, and Ecuador ^ 

Citrate of Lime. The Italian Government controls the 
production of citrate of lime in Sicily through the Camera 
Agrumaria This chamber is composed of representatives 
of both producers and government ministers, guarantees 

U S^eUeral TraSe Commission, of cit ^ Part I, pp 189-190. 

Annalsy of cit ^ pp. 63—65 
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minimum prices to producers, advances funds to producers 
upon deposit of their output, periodically fixes market prices, 
and makes monthly allotments of exports to buyers through- ' 
out the world The government forces sales through this 
organization by imposing an export duty on sales not so 
made, as a result the Camera handles practically all of the 
product The United States purchases a large propoirtion of 
its citric acid imports, as such or as citrate of lime, from 
Italy 

Currants. Greece produces a large proportion of the 
woild currant crop In 1905 the Privileged Company” 
was established and was given power to prevent overproduc- 
tion and to stabilize^ price It may limit acreage^ make 
loans to groweis, and, under certain conditions, purchase 
surplus quantities of the cm rant crop It also collects land 
and export taxes, and acts practically as a branch of the 
Greek Government for the control of the production and 
marketing of currants 

SisaL The state of Yucatan has a practical monopoly 
of the production of henequen, a kind of sisal fiber used 
especially in making binder twine, large quantities of which 
are needed in the United States, notably for agricultural 
purposes During the war the Comision del Reguladora del 
Mercado de Henequen was established in Mexico. It was 
liquidated in 1919, but in 1922 the government of Yucatan , 
caused to be formed the Comision Exportadora de Yucatan, 
and imposed an e;xport duty on all henequen not shipped by 
this agency The monopoly is sometimes said to be not 
complete, since other fibers may be substituted when the 
price of henequen becomes too high, but it is as nearly so 
as is ordinarily found in national or internaticmal industry 

20 ibtd , p 60 

2^ Ihd j p 65. 
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and commerce The case is of /peculiar American signifi- 
cance because American banker-importers have been in- 
volved in che control and American laws have been invoked -- 


-- /t J , pp j^-6o,U S D^'pan nent of Commeic*', op cit , t B 
355"), pp 29-30, r b Hou^e of Reprtsentatues, of at ^ pp 11-12 
X B Sid’ cas- iS oart caUrh interesting irom the Aniexican view- 

point, .n that Awer can oa’^heis had helped to finance the industry, and 
in that ^ A’^icr.can banker-importers aie alleged to hate con- 
spired ‘0 n the pr_e and ^a\e b_en piocceded against under both 

the S’^er’^ an AnnT^gu-it .let of 169c, and Ae Vvilson Taiiff Act of 1894., 
as amercka n 1913, t\nch latter act prohibits combinations and con- 
spire es iU *reitra ’W of trade when entered into in the American import 
trade TlA p^oc^ediigs -n th s case are worth quoting 

The Br ct ^or bk Vi States^ No 200, In the Supreme Court of the 
IT did S'atcs, OctoLnr T rm 1926, The Unded States of America, Appel- 
lant, t t: sal oaks Corp^^ ration al ^ read in part as follows 

"*^0' war’ PrcNe ei Whuttier it is a \fv)lation of the Sheiman and 
W Is'm An^ -trust ^tatut-s for a group of bankeis to conspire in this 
cou^t»*} to f'- gOi ze tn^ ainportat on of a basm product fiom a foreign 
cou^fv V - o,er per cent of that product is produced, and to 
car’-'s SLcn co wr ’•aL\ m‘o t£cct and actually enhance prices, b;y the follow- 
ing *ai O’-uan z pg a""d financing a coiporation m the foreign 

co_ 'r\ as a”^ of the product, with powei to fix the 

pri,„ 2' me produLt at wdl from the market, (b) Turning over 

to 'C'’: Airno.at eo nm st ng stocks m the hands of the subsidiaries of 
dvr^mi "’ts, as to fo’-rii an c'lclusne pool, (^r) Obtaining for that 
rorpom* or f ’■ m a f-re.g" h cal go^e^-nment a discriminatory tax effective 
to produce a ’’''o^opc,; , id » Organizing a single corporate selling agency 
m ‘“i T" Wo tn to fix pixos and impose terms, such as — 

( i R.iL r ’ g A^^r car purchaser of the product to take a portion 

or f'i s i r.cu_t V ttie n,,w product (2) Securing exclusive 

^ m tm'' porta" ^n i-iC. tm^ iroin Yucatan, point of almost sole 


p'-c 

C d 
j. ar 
b. " 
e" 

cl-r 


IS ~ 

w t : 
for 

S ' r 

la.’ 

c-ec 

art* 


c I zz’z. i S’'.rr-an Anti-trust Act (Act of Julv 2, 1S90, 
* 2 j f b^c 2 Sec 4. Alison 

Ac" cr 2-, 189a, c 3a9, 28 Stat 509, 570, as amended 

'I 12 c -o, 37 Stat 66^) Sec^’on 73 That 

r^.: i c mmac , trust, agreement, or cortxaet ’s hereb\ de- 
- - ' -a” " "ciOi c ooicc^ illegal, and whi,n the same 

■ or "wo o'- wore persons or corpOiatmr's either of 

ge"- or O'- r-c --'I 5 engaged m miportmg any article from any 

T-„ Sta*i. 3 , and when such corr'bmation, con- 
s" agr- 'W"", v‘ "'met s mtended to operate .n restraint of 
'■‘^'r^rre C 3 i ^az'O^ r lawrul trade or co’wrnerce, or to in- 
"'’rT: P“iC^ " a" part or the U^^lted S’-ates of an}' arbcle or 
sort..d or intend. J "o be imported into the United States, or of 
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any manufacture into which s^^ch imported article enters or is intended to 
enter ’’ ^ * 

The Supreme couit in i?s decision (May 16, 1927) (punted in pamphlet 
form) gave an interesting summary of the sisal situa^-ion, and re\^rsed rhe 
decision of the lower court, which had dismissed the bill The Supreme 
Couit said, in part 1% 

“Appellees aie three banking coiporations doing business at New” 
Yoik and New Oileans, two Delaw^are corporations — The Eric and the 
Sisal Saks — oiganized to deal in sisal, a Mexican coiporation — Comi- 
sion Exportadora de \ ucatan — which buys swal fiom the p^odEiceis, cei- 
tain officeis and agents of the foregoing coipoiations, and members of 
Hanson and Orth, brokers 

“ Sisal IS the fiber of the henequen plant, a natne of Mexico, and 
from It IS fabricated more than eighty per centum of th^bmder twine 
used for harvesting our gram crops The annual requirements of the 
United States are from two bundled and fifty to three hundred million 
pounds Turing one }ear a million bales — 375 pounds each — weie 
imported Adequate quantities can be obtained only from Yucatan The 
plant is extensively cultivated there and the supply has often exceeded 
market demands Prices paid to produceis have varied from less than 
four to seven 01 eight cents per pound 

“Prior to 1919 appellee banks advanced large sums to parties en- 
deavoring to monopolize importation and sale of sisal in the United States 
The Mexican corporation, Comision Reguladora del Meicado de Henequen, 
was utilized as an important instrumentality for making necessaiy pui- 
chases and legislation favorable to it was secured For*a time the scheme 
succeeded, then came collapse Through foreclosuie of liens heH to secure 
their loans (several million dollars) appellee banks acquired four hundred 
thousand bales of fiber stored in this countiv About that time, through 
change of laws, the Yucatan markets were again opened, competition be- 
came active and prices declined 

“ Thereupon, appellee banks, acting jointly and within the United States, 
entered into and undeitook to make effective another and somewhat dif- 
ferent combination 01 scheme to control the s.sal maiket, with the ultimate 
puipose of selling their holdings, recouping losscs and secu-.ing large gams. 
Latei, the otbei defendants became parties thereto ' 

“As the diiect outcome of fins unlawful combination, conspiiacy and 
accompanving contiacts, it is alkged — 

“ xlppellees hav 3 secuicd a monopolv of mteistatc and foreign com- 
meice in snal The Comision Evportaiom dc Yueatai has become sole 
purchasei or sisal ^^lom produceis and the S sal Sales Coiporation sole im- 
poitei into the United States There is no longei am^ competivon in the 
trade, excess. \e pnees aie aibitranly fixed The s^sal acquutd b} the 
banks djrmg 1919 has been sold, uraue niofils au"^ comm^cicns have been 
and are deiiianJea, the corspiia’-oxs hav^e lec'kzeJ g.xat sums- at the ex- 
pense of oui manufactuieis and fanners ^ ^ 

“ ikll steps neptssaiy to bung about the above-s^a+cd results have been 
deliberately taken by appellees Some of them aie stated below 
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‘^The Eric Corporat-on, organized in^ August, 1919, and owned and 
finairced b\ the banks, took o\er the large stocks of sisal acquiied b^^ them 
thicugn toreciosb.e, also tuo’^nundred and EftJ thousand bales accumulated 
in \ uc^tan La^b facorable to it c\c.ie solicited and secured from the 
go\ernnicPts of Mevmo and Yucatan Under them, and b\ use of large 
sums suppLed b\ the Aanks, that corporation and its agents soon became 
e\er\wneie the dominant factors m the sisai trade Prior to January, 
1921, the Me\man corporatmn, Com.sion Reguladora del Mercado de 
Herequen, v as the agenc} for bucing and selling sisal in that country, but 
^bout tea. time its business collapsed Tnereupon, the Comision Monetaria 
as organized under the same latcs, furn^siied with large sums of money 
ciud uti-iZed for sutd purposes The gocernments of both Mexico and 
Yucatan were persuaded to pass d-Scr’mirator\ legislation and all other 
Outers Were forced out of the markets But because of the great supply 
ct £o-r tms p^an also proved unsuccesbful and The Eric Corporation was 
ooLged to mcrcase ds large hold ngs 

La^er, h\ procum'''cDt of t^^e banks, the Sisal Sales Company was 
organmea to deal m s sal Hanson and Orth became its managers 
T took t de to the s sal held b\ Ttm Erm Corporation The old Comision 
R.guladora del Mercado de He’u_qucn was remved as the Comision E\- 
' ’■mdora de Yucatan and aga n became the acti\e agent for buying and 
^ pg m MeUico Laws wr-ie s'"'! c ted and passed which gave it ad- 
’ a" ‘ages 0^ er all others Under tivse, and bv the use of funds supplied 
iw t^e A soon became tnc sole buver of sisal from the producers 

It albC a:cu^’'ed the nber held by the Sisal Sales Corporation on stoiage 
in the Un States Thereupon, the Sisal Sales Corporation, thiough con- 
Kgaine the e\clus \e seilmg agent of the Comision Exportadora de 
Yu.^mp m. all markets of the v\orId and agreed to furnish the funds nec- 
tssar\ for the r 10 nt operations Appellees thus, and by constant manipu- 
*a‘ on of tie maA.tb, acquired corrplete dominion o\er them, destroyed all 
cermet t on^ cota red power to advance and arbitrarily to fix excessive 
pr a^d made unreasonable exactions 

‘ Accep’- ‘■g as ^rue tbe allc-gatmrs of the bill — roughly summarized 
aCD" e — it pla ^ enough tnar appCiiees are parties to a successful plan 
to de3tro\ con-perg t n and to conrrol and monopolize the purchase, irn- 
portat on and sa.^ of seal The S’^err a^ Act inhibits contracts, combina- 
tm m a^a censn rac es to ce^trov co rpetir on in interstate and foreign trade 
and commerce as we., as to monopoLze such trade Sections 73 

ai'd "t- cr :re W-.son Ta-- ft Act, as amended, deelare unlawful every 
con b nat.on, conspmaev t‘’U':, agreement or contract intended to operate 
.n restra.^t of trace .n, or f^-ee competition in respect ^f, or intended to 
-’^crease tae marlet pr ce of ary ammle v^hen one of the parties is engaged 
in import.ng ne samv, end gwe the courts power to present and restrain 
those who v oi:r‘e tre .let Hme we have a contract, combination 

and consp raev trttmed mto bv parties Withxn the United States and made 
efi' ct ve D\ arfb^ dy~*e therei*^ The fundamental object was control of both 
imporuat on and sale of sisal and complete monopoly of both internal and 
external trade and commerce therein. The United States .complain of a 
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Sulphur and Pyrite^ Pyrite and free sulphur are 
somewhat interchangeable and coitipetitive as raw mate- 
rials, the sulphuric products include sulphuric acid, ma- 
terials for commercial fertilizers, explosives, sulphite wood- 
pulp, insecticides, and material for rubber vulcanizing 

Pyrite is produced in Spam and Portugal, and also 
in Noiway, Sweden, France, Italy, the United States, and 
other countries Both pyrite and sulphur production present 
cases of private foreign exploitation, but the Italian sul- 
phur case is one of public control as well as of^wate af- 
filiation, and consequently may be classified in the present 
category 

Italy, through poE?session of the rich mines of Sicily, had 
practically a world monopoly of sulphur until methods v/ere 
developed for obtaining this material from deeper veins and 
laige-scale production was begun in the United States m 
1904 In recent periods this country has been the largest 
producer, with an output of as much as half md more of the 
world total, while Italy has remained also a large {Producer, 
with w^ell over a third of the total, Japan has come to pro- 
duce a considerable amount of the commodity, but her out- 
put does not constitute a large percentage of the aggregate. 
The United States and Italy together are therefore the domi- 


\iolatio’i of their within their own terntoi} by parties subject to* 

their juiisdiction, not nierm of sonicthnig; done by another g‘o\ernneni 
at the instigation of piuate panics Tiue, the conspirators weie aided 
by discriminating legislation, but b\ their own deliberate acts, h^ie and 
elsewhere, they brought about forbidden results within the United States 
They are within ^hc juiisdiction of our couits and ma} be pun shed for 
offences agamst our laws 

Moieo\ er, appellees are engaged in impoitmg ai tides from a 
foreign countr\ and ha\e become paities to a contmet, combination and 
and conspiracv intended to restrain trade in those aitides and, increase the 
market price within the United States Suck an arrange aient is plainly 
denounced by Section 73 of the Wilson Tariff Act, as amended ” 

U S Qeological Survey of cit y Pait I, pp 57 et seq 
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nant factors in this situation «After 1896 English and 
Italian interests attempted to contr(»l the Sicilian produc- 
tion, but this ultimately proved commercially unsuccessful. 
In 1906 the Italian Government mteivened and established 
a rather elaborate public control. An obligatory national 
law was passed, creating the Consorzia Obligatoria per 
rindustria Solfiefera Siciliana, which all producers were com- 
pelled to join The consortium was managed by a govern- 
ment commission, minimum interest on investments was guar- 
anteed tQ producers, and both local freight rates and export 
prices were regulated. In 1910 another law was passed, a 
principal provision of which was a restriction on the grant- 
ing of new wmrking concessions In 1920 the Italian Minis- 
try of Industry, Commerce, and Labor issued a decree es- 
tablishing maximum prices for various grades of crude and 
refined Sicilian sulphur and levying a special charge per ton 
for the support of the obligatory consortium 

However^ a^ter the beginning of large-scale and low-cost 
production in the United States, American competition be- 
came severe, and led to a most interesting rapprochem.ent. 
That is the rigors of this competition were offset by inter- 
national price agreements But after the World War the 
competition again increased, and a large surplus in the 
Italian market led to a new’ move b}’ the Italian Government 
"and a new agreement with the American producers The 
Governmerit program included assistance in the financial 
stabilization of the industiy and in the scientific organiza- 
tion of production and marketing The agreement betw^een 
Italian and American producers wms concluded at Rome in 

1923, and included the following features (i) A revision 

*- 

Pc ^ il Geolog\^ pp 447-461, Sec on Sulphur 

’^te s b\ Wh te, A G ) , ini ali^ of , p 83, U S Federal Tiade 
Com’u ss^c.-, 6./ , Part I, p 135 ^ ^ 
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of a temporary price agreement of October 1922, (2) peri- 
odical fixing of prices or the varioi^s markets of the wurld, 
according to the varying conditions in those respective mar- 
kets, (3) a reservation of the American market for the 
American producers and of the Italiafi market for the 
Italians, and a division of other world markets at fixed ratios, 
(4) the organization of an office of central control, w\th head- 
quarters m London and with representatives of both par- 
ties , ( 5 ) the arbitration of disputes by a committee in Lon- 
don, composed of one representative of each fjarty and a 
member selected by these two, or arbitration by the Cham- 
ber of Comimerce of Rome; (6) termination of the agree- 
ment at a given tim^, but v/ith opportunity for extension 
Sulphur thus furnishes a peculiaily interesting case of 
both public and private industrial control of a raw material, 
and of international business affiliation in wLich American 
interests have been participants But the monopolistic effec- 
tiveness of the agreements in this case has j^een due more 
largely to the position of the private interests concerned than 
to the governmental measures in Italy, so that it is a case 
which should be referred to in considering private industrial 
agreements as well as in examining public control 

Sugar, Sugar is the principal product and export of 
Cuba, v/hich grows a large part of the world’s sugar-cane 
crop, and supplies important quantities to other countries^ 
particularly to the United States Cuban national economy 
centers m sugai;, its prosperity rising and falling with the 
fluctuations in the price of that commodity, as was strikingly 
demonstrated^t the time of the Moratorium of 1920 Cuban 
measures for control of production and for sugar-market 
stabilization have been adopted recently Th^ Sugar De- 
fense Law ” of October 3, 1927, (vzcle translatioUpublished 
by J de D Tejada, Havana), provided for a national com- 
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ward a decline in this surplus, biit^ during the war the great 
redtfction in European ^rops sent sharply iip'ward the price 
of wheat, which incidentalh" is largely a world price, and 
stimulated planting of larger acieages in the United States 
With a resulting mciease m exports In very recent years, 
as European production has approached its normal size and 
as European buying power has remained below normal, and 
also as crops in other exporting countries such as Canada 
have notably increased the price of w’heat has lagged, with 
attendant hardship for the vrheat growers of the United 
States, whose industry has not yet reverted sufficiently to 
its pre-war trend to bring about a natural adjustment to 
the new situation To relie\e this price difficulty, various 
schemes have been proposed for governmental assistance to 
the w'heat grower, particularly in exportation One of the 
most prominent of these » the earlier ‘ IvIcXary-Haugen ’’ 
plan ) was an elaborate device for governmental purchase of 
the annual surplus abo\e that pomt which would insure a 
rcasonai>'e price, the government in turn to dispose of this 
surplus by gradually feeding it into the world market by 
exporting it Xone of these schemes has been adopted 

- For b propos saUi pla’^b, zide 68th Congress ist 

Swss sr, H R 2, 192^1 , 6y'-h Congress ist Session H R 7893 

jj2n„a-\ ^6, .926) H R jl:6c 3 ( Ap~ii 26, i 926 u bi R 12418 (^Ma^v 25, 
1926 V 69"r Lo'^gr_=j 2d Sc.ss o*", S ^805 {December 14, 1926), H R 
’ Ds.cemo„r 20, 1926 «, H R 15823 {Januar\ 4, 1927), and H R 
15963 6, 192-? For Co’^gres= oral repoits anahzmg the prob- 

II n a’^d tne plan:, 69* ^ Co*^gr^i.s Seosmnj S Rep No 664, Cooperative 
OiJ/ Fj"/ Ap'- ^ 19, 19265 same Congress, H^R Rep No 1003, 

Fc ei 2^ Boen. a i j Coiirol April 27, 1926, 69th 

Congress 2d S-ssmn, H R Rep No 1-90, ^^The A ^cultural Surplus 
Cof F Ja-^nar\ ib, 192" 

For nesne a^ahs s of fanlts of plan mvoKed in S Bill 

4S0S, nVt? " eto message b\ President Coolidge, 69th Congress 2d Session, 
Sen Doc Nc 2 1 a, Coi trol Act^ a Menage Com the Fresident of 

tne LB' ei S'a^eA^ Fe' mm dpprozal the Bill (S 4S08) entitled 

Cdn Act- '0 EsmbhAi S Federal Farm Board to Aid in ther Orderly Market^ 
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Nor is it the purpose to present a purely national question in 
this discussion of internatiWal contrpls^ nor to indicate that 
the United States Government, while objecting to monopo- 
listic controls of materials m other countries, as of couise it 
has done, contemplates similar action at home But it is 
difficult to see how these wheat valorization schemes could 
attain any appreciable measure of success so long as wheat 
production and export are contributed to by so many differ- 
ent countries and the market is so clearly t?n international 
and competitive one In a word, manipulation Ijy a given 
country of the world supply of a certain essential foodstuff or 
industrial ravr material on the one hand is viewed by at least 
one important government as an unfair and undesirable in- 
terference with world trade and industry, if it is effective, 
and on the other hand such control is not effective unless the 
country, or political or industrial combination of countries, 
has a more or less complete monopoly 

Cotton. The world’s cotton business, involving a raw 
material of prime importance to the highly important textile 
industry of nearly every important industrialized country, 
presents no outstanding case of international control The 
chief facts of the business are that, while there is no national 
monopoly of the ordinary short-staple cotton wffiich com- 
prises the bulk of the world’s cotton textile material supply, 
the United States produces the largest crop and, in spite of 
a large domestic consumption, normally exports one-half or 
more of this crop^ thus rendering Great Britain and m.any 
other leading textile producing countries, particularly m Eu- 
rope, more or kss dependent upon these exports On the 


mg and tn the Control and DufostUon of the Surplus of A gvtcuUwal Com- 
mQdities\^'^ February 25, 1927, also planted in the Cohgy es^ioifal Retordy 
February 25, 1927, pp 4778—4784 • « ** “ 

U S Department of Agriculture, op a/, pp et seq • 
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other hand, both^the cotton crop, due mainly to vicissitudes 
in {Producing conditions^ and worla cotton consumption, par- 
ticularly during and since the World War, have been subject 
to such wide variations, that cotton prices have fluctuated 
very widely. In ^recent times a situation came about which 
raised the question of possible public control, when the 
1926 crop m the United States proved to be unusually large, 
with a resultmg tendency toward severe price depression In 
addition to private measures, the Federal Government of- 
fered indii^ct assistance in the financing of the carry-over 
of the surplus by extension of credit facilities through the 
national Intermediate Credit Banks, as indeed it had some- 
what similarly done for cotton and o^her agricultural prod- 
ucts m preceding years through the War Finance Corpora- 
tion The question has been raised as to whether this did 
not amount to public international control of a raw material 
But grounds for distinguishing the case from other cases 
discussed- above are, that the assistance was more indirect 
and mc^e in the nature of normal flexing of credit facilities 
for an}; industry which at a given time might need tem- 
porary assistance, and that the case is neither one of ex- 
port fcstfictwn, nor one of world monopoly — although the 
supply from the United States is sufficiently important in 
the world market to have a very appreciable effect upon 
^ world price The case is significant m disclosing a universal 
desire to save an industry from the cataclysm of a price crash 
Artificial measures to nullify the losses of^sharp reaction of 
supply and demand upon price may be at variance with cer- 
tain idealistic concepts of one school of ec( 5 nomic thought, 
but are not politically unnatural — if, indeed^ it might not 
be argued that within certain limits they are also econom- 
ically desirable in order to avoid the evils of too great ex- 
tremes in the cycle of a given business or all^ business But 
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the most important distinction is doubtless one between con- 
trols for temporarily presenting disastrous reaction im an 
industry and for maintaining a ja'ir price, and on the other 
hand, controls based on monopoly power and resulting in an 
unfair price True, there may be no valid^economic ground 
for a categorical distinction between fair and unfair price, 
and there is no scientifically exact method of determining 
whether a price is fair or unfair, but that distinction as a 
practical matter has long found expressionmn English and 
American common law and in American statute law as ap- 
plied m the regulation of business The American "econom- 
ico-legal doctrines concerning monopoly and restraint of 
trade may sensibly perhaps be carried over into the field of 
international business 

Another possible case of cotton control may be men- 
tioned While Great Britain is dependent upon the United 
States for great quantities of ordinary cotton, she was re- 
sponsible, apparently as a result of her program for en- 
couraging cotton production m her colonies and in other 
areas under her ^gis, for the development of the long-staple 
cotton industry m Egypt The present important pro- 
duction of this special type of cotton m that country, the 
sizeable imports into the U’nited States for use particularly 
in cord-tire manufacture, and the status of British economic 
advantage in Egypt even since the post-war withdrawal of 
the protectorate, have been noted in a previous chapter ‘ 
Monopolistic control in this field has sometimes been 
charged, but it is not a clear case It is stated that the 
Egyptian Gowrnment has at times practiced restriction of 
production, usually in the form of acreage restriction, as m 
1915 and 1921, and that the reason for this wa^ either water 
shortage m the irrigation system or a desire to influence price 

U S DeTjartment of Commerce, op cit (T I B 385),!^ 29 
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While It IS not established that a price control policy has 
thi?s been pursued, it pay be observed that this is a case 
where such control might prove particularly effective, for 
the new long-staple cotton industry of the United Stales has 
not yet sufficierftly developed to break the basic Egyp- 
tian position 

Silk The case of Japanese silk is another doubtful one, 
so far as actual manipulative control is concerned It has 
been stated that there has been no direct control over pro- 
duction, d^iribution, or price of silk, except m one instance 
in iQso^or 1921 At that time, doubtless as a phase of 
the general economic depression of 1920-21, there was a 
glut and threatened price decline in the silk market, and a 
large corporation was given financial support by the Japanese 
Government in acquiring and holding stocks until prices im- 
pro\ed Other countries, including especially the United 
States, are important importers of Japanese raw silk^ and in 
a sense Japan has a strategic advantage in this respect, but 
China 4J50 exports fairly large quantities of the m.aterial and 
smaller quantities of it are also produced in Europe, nor is 
the demand for silk perhaps so relatively inflexible as that 
for such commodities as rubber and potash, even though silk 
becomes steadily less of a pure luxury Japanese silk pro- 
duction 13 not m the strict sense a world monopoly, nor 
does it present any clear case of control 

Kauri Gum. Kauri gum, used m varnishes and ob- 
tained m New Zealand, has been listed as involving monopo- 
listic control of a raw material, with a governmental con- 
trol board to handle the trade ^ 

Chilean Nitrates. The case of the world’s supply 
of nitrates ^ one of unusual importance because of the 

U S Department , of Commerce, of cn (T I B 3S5), pp 
30-31, U S House of Representam cs, of cd ^ P- 

CH R 555), p 2 • . 
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peculiarly strategic value ^of these commodities for various 
purposes It is also to. be distinguished from certain other 
cases because the control involved has been one of neither 
governmental participation m production^ nor compulsory 
syndication, and has been limited by competition of a dis- 
tinct t3^e and branch of production, and yet has been fairly 
effective at times 

The nitrates,"^ sodium nitrate and others, are largely 
used m making fertilizers, in which way they occupy a highly 
important place in the agriculture and foreign trade of many 
leading countries, including particularly the United States 
But they are also used m many branches of the chemical 
industries, as in the production of nitric acid, and are of 
utmost importance in the manufacture of explosives, so that 
they take on a decidedly strategic character That their 
use is not limited to the fertilizer industry is disclosed in the 
follovving proportions of disposition of the United States’ 
nitrate imports in a recent year fertilizer 48^0 , explosives 
34%, chemical 14%, miscellaneous 4% 

Nitrogen is almost universally distributed in nature, but 
free nitrogen is a gas, is very inert, and does not readily form 
solid compounds The principal forms m which it is ob- 
tained for economic use are as follow^s (i) organic nitrogen 
(for fertilizer in agriculture), as m (a) blood, bone, and 
tankage, (6) cottonseed cake and meal and similar materials 
suitable for fertilizers, (c) guano and fresher animal ex- 
creta, and (d) nitrogen obtained from the air by leguminous 
crops the seeds of which have been properly inoculated so as 
to produce root tiodules , (2) mineral deposits consisting of 
sodium nitrate found m Chile; (3) nitrates derived from am- 

U. S Geolog-ical Survey, of at , Part I, pp 5 5^/ seq , ,U S De- 
partment of Commerce, Gefjeral Review of t/ie^ Nitrogen &iiUaUon tn the 
Vnited State:i (by Curtis, H A,),T I B No 226 

U. S H^use^of Representatives, of cit (H R 555), p n 
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monium sulphate, a coal product of the by-product type of 
coke and gas productiOM, (4) air fixation nitrates, / e , atmos- 
pheric nitrogen industrially fixed in solid compounds, chiefly 
as calcium nitrate There are three chief methods, (a) arc 
fixation t^s chiefly m Norway), ib) the Haber-synthetic 
ammonia fixation process (as chiefly in Germany), and (c ) 
cyananaid fixation, conducted m various places, mciiiding, 
to some extent, the United States Commercially, however, 
the three chief forms are fi) the natural mineral or Chilean 
nitrate, 2i) the b^’-product nitrates, and (3) the air fixation 
nitrates Large quantities of these are necessary for the 
world's agriculture, which obtains an insufficient supply of 
the more direct kinds above enumerated, and for the explo- 
sives and chemical industries, which are dependent upon 
them 

Chile is the sole producer and exporter of the natural 
mineral nitrate, ordinarily known as Chilean nitrate to dis- 
tinguish It from the fixation nitrates commonly referred to 
as air Tiitrates or Norwegian nitrates The by-product in- 
dustry has been developed largely in Germany, and also to 
a relatively small extent m England, the United States, Italy, 
and France The fixation industry is also chmfly European, 
having thus far reached greatest development, by a hydro- 
electric method, in Germany and Norway and Sweden, and 
having been slightly developed, comparatively, m the United 
States. Italy, France and other countries French capital is 
reported to be involved m the Norwegian production 

In recent years wdth the advance of the fixation and by- 
product industries in Europe the proportionate place of 
Chilean nitrate output in the tvorld s industrial nitrate sup- 
ply has tended to become smaller^" so that the Chilean 
position IS much les^' than absolutely monopolistic, when 

Estimated as and e\cn as low at 31%, in ceiTain recent 3 ears 
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most broadly viewed T|ie Chilean supply, however, ^re- 
mains important, and c-ertam other countries may be said to 
be dependent upon it This is particularly true of the United 
States, which is much the largest single consumer of the 

Chilean product 

For these reasons the control which has existed in the 
sodium nitrate mdustiy has been of special sign^^hcance 
from boih the general and the American viewpoint As far 
back as 1870 the Peruvian Government instituted a certain 
degree of controlj and subsequently, under tbe ^Chilean 
regime^ this was intermittently continued In 1885 a con- 
vention was concluded, and combinations of producers have 
since existed, an agreement for this having o^^n particu- 
larly continued by a Government statute ol January i 9 ^ 9 - 
The Chxle Nitrate Producers’ Association, it should be ob- 
served, has not been an owning corporation, but rather a 
non-pioiit making, cooperative agency. Nor has it been 
a compulsory syndicate, alihough it has embraced all nitiate 
producers m Chile except two American companies ‘But the 
association has controlled prodaciion and marketing through 


In 1923 the United States recci\ed 46% of the Chi ean s ipments, 
as against 48% foi Egypt and all of Europe In 1924 the so lum nitiate 
impoits of the United States were valued at more than $47,000,000, 0 
which 99% came from Chile 

U S Federal Trade Commission, op ctt ^ Part I, pp ^^ 94 - 
Political and Commercial Geology ^ pp 421-426, Sec on Nitrates, f y . 
Gilbert C G), The Annals, op cit , ^ 7S, U S Department o 
merce, Foreign Combinations to Conti ol Prices of Rnvo Mateiia s, , 

No 38s, 1926, pp ^2-33, U S Department of Tfnd 

Survey, including (a) The Cost of Chilean Titrate, (by Bain, , 

Mulhken, H S),^ I B , No 170, 19^4, 

Nitrogen Situation m the United States, (by Curtis, H ’ 

226, 1924, (^r) The Air Nitrogen Process, (by Braham, J Fi ) j > 

No 240, 1924, {d) The Nitrogen Situation in European^ Countries, f y 

Curtis, H A, & Ernst, F A),T I B,No 270, 1 

of Commerce, Commerce Reports, October 25,^926, art^cm 

Region of Chile and Its Ports, pp 213 seq , U. S Congress, of cit 

(H R 555), n also Appendix, 
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allocation of quotas among its niembers and through price- 
fixing. It is of further tnterest that the industry is not owned 
exclusively by natives but that Chilean enterprises share the 
field vvdth British enterprises, the latter also having been 
members of the association. German concerns, which are 
also in the field, dxd not at fiist join m 1919, but ivere later 
induced to do so by means of a cash bonus The association 
was recently estimated to have control of at least 95% of 
all sodium nitrate production, and for international market- 
ing purposes has maintained a committee with headquarters 
in London It has also been reported that the American- 
owned concerns have not joined the Association because of 
the x\merican anti-trust laws, but w^rk in accord with the 
Association/’ 

The part of the Chilean Government in the arrangement 
has included legislative provision for the organization and 
operation of the association, especially by statute of 1919, 
the appointment of 4 of the 18 directors by the President 
of Chife, and the levying of an export tax The export tax 
has sometimes been vievred as a governmental measure for 
the fortification of the monopolistic position of the associa- 
tion, but IS probably more correctly to be considered as 
primarily a fiscal device which utilizes the monopolistic sys- 
tem, the funds thus obtained have an important place in the 
total revenues of that Government The duty is a specific 
one wTiicli has recenth' amounled to approximateh/ 20% of 
the sales price, and the incidence of whiqji is generally, and 
apparently accuratehu considered to be borne by importing 
counLies^ The limits to the monopoly ^rice and to the 

s tax or duU lias recently been a flat cliaige of $12 34. 

per aietr.A, ten npetirg thx at 20ft? of tne sales puce it is estimated 

b\ th_ U p I>epaitinent Commerce that bminess inte^^stb of me United 
States thus paicfoter $11,000000 in 1924 Such incidence is probably 
clearer m the case of imports into the United States thaf^ of those into other 
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import incidence of the Chilean export tax^are obviously set 
by the growing developmint of the yarious branches of arti- 
ficial nitrate industries m other countries In the case of the 
United States this has suggested stimulation of the air- 
nitrate industry, particularly including governmental opera- 
tion or assistance in the development of the large hydro- 
electric Muscle Shoals project begun by the Government 
during the World War, but in this respect there lemains a 
cost margin within which the Chilean nitra 1 :e control effec- 
tively operates."' Due, basically, to the growing^mportance 
of artificial nitrate production in other parts of the world, 
the Chilean control has recently become less effective, and 
m 1927 a free sales^^’ policy was adopted However, the 
association and control machinery remained in existence 
Iodine. Control in this case is associated with Chilean 
nitrate control, since iodine is recovered as a by-product in 
the nitiate fields there and since a somewhat similar organ- 
ization has existed for this commodity Clide's production 
of iodine has recently averaged about 65% of world produc- 
tion, and about 60% of this Chilean production is normally 
exported to the United States, constituting all of the latter’s 
imports The iodine combination was instituted in 1894 and 
has been continued and renewed The Combination de Yodo 


counti.es •v\here the artificial nitrate industry is more highly de\eloped> 
and where, consequently, there is more effect of domestic competition, if 
not in production costs at least in transportation expenses 

“The present price of $4.8, fob American seaboard could, by 
abandonment of taxes®(upon which the Chilean Go\ ernment is dependent),, 
by impro\ed methods, and b\ the narrowest margin of profits, be reduced 
to about $25 pei l€n ” “this is not given as a probabilit}, but the 

ultimate base figure which our fixed nitrates must meet before the Chilean 
industry will cease to function ’’ — H R 555, P 11 

U S Department of Commerce, Commerce ReportT^ May 2, 1927 
Vide also Appendix, infra ^ ^ ^ 

U S Department of Commerce, Foreign Coinbtr^aHons to Control 
Prtces of Ra^jj Mat^rtals^ TIB, No 385, 1926, p 33 



484 INTERNATIONAL ECONOMIC RELATIONS 

has been nominajjy voluntary, but has been favored by the 
Government to such aij extent tlTat it is generally believed 
that any iodine producers who should attempt to remain out- 
side of it would suffer in some direct and many indirect 
ways ’’ This org^anization of producers has allotted produc- 
tion quotas, established prices, regulated exportation, and 
supervised sales For example, sales in the United States 
have been made exclusively through one concern, and the 
same has been tfue of sales in Europe The combination has 
not been d^ectly controlled by the Government, but has been 
closely associated with the Nitrate Producers’ Association, 
to which, as indicated above, the Government has been a 
party. An export tax, on a specific basis, is levied by the 
Government; and it is estimated that the cost of produc- 
tion is a very small fraction of the present price ” While 
there are no direct substitutes for iodine known at pres- 
ent, this commodity is to some extent obtained from other 
sources, as frQ^m kelp (a seaweed) in Japan, Scotland, and 
France^ However, this process is comparatively inefficient 
and costly, and the small business success of attempts to de- 
velop the kelp reduction industry m the United States is 
t^-pical of its limitations, so that the Chilean control is not 
without effectiveness. 

Governmental Participation 

There are also cases of raw material controls where a gov- 
ernment not only encourages or compels the control system, 
but enters directly into the business itself Some of these 
are cases wffiich may be termed government monopolies , m 
other cases the control is not so extensive, but boiders on 
monopoly, at least within a given area 

Campher. Camphor is produced m Tanvan ("For- 
mosa;, Japan proper, and China, but the largest output is in 
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Taiwan, and the Japanese Government exercises a monopoly 
of the product, this monopoly having been established for 
Taiwan in 1899 and extended to Japan proper in 1903 The 
Government reserves the right to restrict production, licenses 
producers, requires sales of crude camphor to itself at fixed 
prices, reserves the sole right of refining, fixes the selling 
price, and makes periodical allotments to buyers jn other 
countries The United States is a large consumer of cam- 
phor, particularly m its manufacture of celluloid Synthetic 
camphor has been produced m the United Sta^^es^and Ger- 
many, but this IS only feasible when the price of the natural 
camphor is unusually high, and attempts at new develop- 
ments of natural camphor apparently have been of limited 
success Within certain price limitations, therefore, the 
Japanese monopoly is complete 

Mercury. IMercury is used m making drugs and chem- 
icals, such as calomel and conosive sublimate, as well as 
ship-paint, dental amalgams, and scientific instruments 
By reason of owmership of especially rich deposits ^t Alma- 
den, Spam in past years has had a dominant position :n the 
world’s mercury market, and at one time had an agreement 
with the Rothschild interests for its sale, the Spanish Gov- 
ernment more recently has marketed its owm quicksilver 
Italy, however, has a strong position in the market, through 
possession of deposits at Monte Amiata, reported to hav^ 
been owned by the German Emperor but seized b}^ the Italian 
Government diumg the World War, and of a mine at Idria, 
formerly within the Austro-Hungarian Empire but acquired 
by Italy as a result of the Treaty of Peace Since the war it 
has been reported that the governments of Spam and Italy 

An 7 mls^ of a/' , pp 69—70,11 S Department Of Commerce, at y 
(TIB 385) p 34 ’ • 
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have endeavored to form a combine for control of the world 
market ^ 

Potash. Although mineral deposits bearing potash m 
different forms are present m various countries, including 
the United States *a practically complete world monopoly of 
commercially important deposits was possessed by Germany 
before the World War and is now shared by Germany and 
France. This monopoly and the manner of its control have 
caused concern m other countries because of the great in- 
dustrial ^mj^ortance of the material, primarily as an in- 
gredient of fertilizer, but also for use in medicine, painting, 
photography, d^^eing and bleaching and weaving, the manu- 
facture of soap, gunpowder, and matches, and in other 
branches of pyrotechnical and electrical industries The 
United States is particularly dependent upon importations 
of this strategic raw material, taking as much as 25% of 
the total output. 

For many decades the potash producing industry has 
been subject to a centralized industrial control, latterly sup- 
plem.ented by political control Beginning m 1884 the 
German exclusive control was exercised by a common sellmg 
agency, the Kalisyndikat, which was brought into existence 
by law and supported by the German Government At times 
there have been unconfirmed reports that certain American 
^agricultural chemical companies have purchased part in- 
terests in the German concerns W'hich are memibers of the 

Annahj Of Cii ^ p 69, Pohiical aiid Corny^ercial Geology^ pp 
337—3^8, Sec on Mercury, (by Ransome, F L) 

""" U S Geological Sor\cy, op cit y Part I, pp 53'^/* seq 

U S Federal Trade Commission, op cit , Part I, pp 10 8-1 1 1 , Part 
II, pp 33—37, 479—481, 509—515, Poh^'ical ard Co 7 -n 7 nc.rc^al Geology^ pp 
411— azo, bee on Potash, (b\ Gale, H S, and Stockett, xV Vv ,) , U S 
Dep2^^’^^cnt„ of Co^^nerce, y St^m-^cjnce of Foreign Cor^tiol and 

E^orory-’i: Xeed (K Donie^'^-'c Den)elofnie,.t^ Hoar, H M ) T P S No 
33, 1926, and Foreign Co 7 nbina^iors to Control Prices of Raz' Materials^ 
TIB 385, pp 33-34, U S House of Representati\es, 02^ , pp lo-ii 
Vtde also Appendix, aJra 
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syndicate, but it is clear that there is no ^American control 
The Imperial Potash Law of May^2 5, 1910, set up a'new, 
semi-official Potash Syndicate. This organization’s func- 
tions included fixing of selling prices, determination of total 
quantity to be produced and of aIlotment 3 of a quota of this 
to each producer, and determination of quantities to be sold 
at home and abroad, for excess over allotted production 
quotas taxes were to be paid to the State treasury Gover- 
ment-owned works were exempted from cer^in of the output 
limitations Export prices were not to be lower than the 
fixed domestic prices The syndicate was organized as a 
stock company, with a parallel organization established as 
the exclusive selling agency of the members In addition 
to this super-organization a large degree of concentration 
also took place within the syndicate, including production 
combines, banking ties, and selling combines such as the 
Kalikontor The system was fortified by a post-war law of 
1919, which vested control of the entire industry in a Federal 
Potash Council The German compulsory potash syndicate 
prior to the war exercised its control in such a way as to 
maintain prices above competitive level but low enough to 
prevent new competition and the development of new sources 
of supply in other countries, and to obtain higher prices from 
foreign than from domestic buyers 

Following the war, the Treaty of Versailles, by ceding 
Alsace-Lorraine to France, gave promise of breaking the 
potash monopoly, since some of the important deposits are 
m the ceded territory of Alsace However^ a similar French 
organization v’as then established, the Societe Commerciale 
des Potasses d’ Alsace, for control of production and sales, 
and a joint control was established A Franco-German 
agreement of August 1924 was unique '“TC nof only in- 
volves a practical monopoly of an essential raw material, and 
applies to «albs m the United States, but includes as its 
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parties one signatory which represents an industry under the 
practically complete control of the ^German Governmentj 
and, as the other signatory a state — the Alsatian mines, 
With the exception of one group, having come under the 
ownership and dii^ect administration of the French Govern- 
ment, which for a specified payment took them over from 
their German owners under the Treaty of Versailles The 
agreement contains detailed provisions for sales division cov- 
ering the American market and for price maintenance Con- 
sequently the potash monopoly is apparently as effective as 
formerly,* even though it is participated in by two nations 
In the United States this situation has been the subject of 
official consideration, and has led, among other things, to a 
Congressional appropriation of funds for investigation of the 
commercial potash possibilities of American mineral deposits. 
As yet^ however, the German-French combine dictates allot- 
ments and prices of potash in the American market Re- 
cently informal negotiations have been initiated between the 
German interests and the American Government, looking 
tow'ard an unofficial arrangement for solving the problem in- 
volved in the American buying dependence 

Phosphates. While no world monopolistic control ex- 
ists in the case of phosphates, obtained from phosphate 
rock primarily for use in the manufacture of fertilizers, be- 
yond the heavy predominance of A^merican production, a 
governmental attempt has been made to monopolize produc- 
tion in a new field reported to be of considerable potential 
importance/"^ The United States is much the largest pro- 
ducer and is a large exporter, wffiile comirfcrcially minor 

U S Department of CoTomerce, T P. S No 33, p 37 also 

AppendiXj tnrra - 

U S Geoloirleal Sur\e\, cf at ^ Part I, pp 51 ei seq , Annals^ 
op c r , pp Commercial Geolog\^ pp 402-410, Sec 

on Phosphate 1 bv Mono, R W } 
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workings are in Algeria, Tunis, and Egypt The industry 
in the United States is krgely American, although it con- 
tained some German and French capital before the war The 
production in northern Africa is reported to be controlled by 
French capital, and that of Egypt by a British company and 
an Italian company. However, the deposits in Nauru are 
thought to be very rich This south Pacific island was man- 
dated to the British after the World War. The pliosphate 
concession on the island had been granted to a German 
syndicate, but after the mandatory transfer the govern- 
ments of Great Britain, Australia, and New Zealand* in 1919, 
entered into an agreement for its purchase By the terms 
of this agreement ( i ) phosphates are to be sold at cost to 
the three governments, the cost including administrative ex- 
penses, (2) no phosphates are to be sold directly or indirectly 
to any other country unless the requirements of Great Brit- 
ain, Australia, and New Zealand have first been met, and 
(3) such foreign sales, if any, are to be at market price. 
Although the arrangement has been the subject of question- 
ing m the British Parliament and by the Permanent Man- 
dates Commission of the League of Nations, the exploitation 
of the Nauru phosphate reserves is being carried on under 
the direction of the British Phosphate Commission 

THE PROBLEM OF PUBLIC RAW MATERIAL CONTROL^ 
AND POSSIBLE SOLUTIONS 

While the details** of the cases and even the cases themselves 
change somewhat from year to year, enough has been said 
in the foregoing paragraphs to show that there are numerous 
instances of public control of raw materials m the present 
world economic order These controls extehd^mucli beyond 
the ordmarv and more or less general and normally indirect 
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manipulations of international trade through the familiar na- 
tional foreign tracie policies^ to more basic arrangements for 
the direct manipulation^ of production and primary market- 
ing. They take various forms and include varying degrees 
of governmental interference or governmental participation 
in private industrial control Their vndespread use and 
practical international industrial importance is shown by 
their affplication to such raw products as jute, rubber, tin, 
dyes, pulpwood,„coffee, sulphur, nitrates, camphor, mercury, 
potash, and phosphates They are not necessarily monopo- 
listic bii^ ate frequently so, and it is their monopolistic or 
partly monopolistic character that serves to emphasize them 
and to distinguish them from the almost universal cases of 
governmental relation, in one way or another, to non-monop- 
olistic basic industries They come into public, international 
attention particularly when they affect the production and 
marketing in one country of a raw product which is essential 
in other countries Indeed, that they are becoming the sub- 
ject of increasihg international controversy or negotiation 
is one of the almost countless reflections of the industrial in- 
terdependence of the world 

To the extent that these controls present a problem in 
the industrial affairs of various nations dependent upon the 
obtaining of such materials from the nations exercising con- 
trol there are various possibilities of remedying the difficulty 
These possible solutions of the problem may be classified 
as primarily national or primal ily international 

X4TI0XAL Policies 

A considerable number of different national policies are pos- 
sible, though not all of them are highly feasible, for a nation 
finding itself affficted by raw-material controls m other coun- 
tries As the ptoblem fias received probably greatest atten- 
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tion in the United States, it may be approached as an Ameri- 
can problem for purposes of illustration Some of' the 
solutions mentioned below have been officially or semi- 
officially attempted or, more largely, suggested, in the United 
States ^ 

Possible national policies in such cases may be sum- 
marized as follows 

(i) Governmental pfotest, through diplomatic channels, 
or less formally and less dnectly. This pnocedure appears 
from actual experience to be of very limited effectiveness, 
and at times seems provocative of further increase in the 
foreign manipulation It also involves the possible danger 
of inconsistency, or apparent inconsistency, in case the pro- 
testing nation is involved in any measure of its own which 
may be charged with being comparable Its greatest benefit, 
perhaps, consists in the publicity afforded, which ma}^ cause 
the foreign agency to fear economic reaction, but this is apt 
to be offset by the possibly resulting friction in formal 
relations 

Vide (ij Various abo\e-cited and other publications of U S 
Department of Commerce and U S Congress, and statements b} Secretary 
of Commerce — esp (^o ) Cricie Rubber Siovey (\arious TIB and 
TPS numbeis), {b) iSit 70 gen ^nrvey (\arious TIB numbers), 
(c) Anaual Rep^ of Secrehf^v of Co 7 fymerce^ ^9-3) , (^'^) Letter of 

Secretai} of Commerce Hoo\er to Senator Capper, March 6, 1924, (press 
release of Department of Commerce j , (e) Fore^gr Cot?ibtaations No-jj 
F ixifig Prices of Raze Materials Imported h.to the United Statei^ an Address-®^ 
b\ Hon Herbert Hoo\er, before Chamber of Commerce, Erie, Pa , October 
31, 1925 (prtss release, and printed as pamphlet) , U) Statement by Secre- 
tary Hoo\er before the House Committee on Interstate and Foreign Com- 
merce In\estigating Foreign Go\ernment Controls and Monopolies of Ra^\ 
Material Imports I'^to the U S, January 6, 1926, (press release), (gj 
Foreign CoinhinaPons to Control Puces of Razv Matenah^ (Department 
of Commerce, T I B No 3S5), (h) U S House of Representatives, 69th 
Congress ist session, Rep No 555, House Calendar No ■'132, ere {2) 
Unofficial publications and statements — eg^ Arnericcrn-^Dependerce upon 
Imported Razv Mater mis, xVddresses Delivered at the i4tb'^Vnnual Meeting 
of Chamber of Commerce of the United States, May ii, 1926, etc 



492 INTERNATIONAL ECONOMIC RELATIONS 

9 9 

( 2 } Retaliation, which may be governmental or, possibly^ 
private Retaliation might be dimct^ and even in kind, as 
m similar restrictions on supplies or materials, or it might 
take any one of many indirect forms, as in tariff discrimina-' 
tion But retalia^on also is particularly apt to be conducive 
to friction in formal relations, and in practice may be limited, 
governmentally by lack of exact governmental powers and 
devices (as in the case of the Federal Government in the 
United States) find privately by lack of appropriate organ- 
izations of sufficient size or power or motive for business 
restncticJn. 

(3) Bargaining, governmental or, possibly, private, 
though presumably the former This also might theoret- 
ically take many forms, such as that of raw materials for 
raw materials, or other quid pro quo such as any other eco- 
nomic advantage for raw materials — even including finan- 
cial advantage Such procedure is to some extent subject 
to the same objections and obstacles as is retaliation, and in 
generaUdoes not appear feasible The United States has 
recently utilized a procedure, to a limited extent, which in 
a sense is in this or the retaliatory category although in a 
sense in neither Despite the fact that no law compels 
financial interests to obtain government consent to proposed 
foreign loans^ the State Department for several years has 
^extra-legally expressed a desire to have opportunity to con 
sider such loans before they are made, and in pursuance of 
this policy is reported to have prevented the issuance of 
American loans of approximately $30,000 000 to the Sao 
Paulo coffee monopoly and approximately $2^,000,000 to the 
German potash monopoly and to have debarred British rub- 
ber-growing mterests from borrowing in the American finan- 
cial market ^Such debarment from the benefits of the lead- 
ing capital export market of the present is not unimportant, 
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but has not resulted m breaking the foreign ^monopolies, and 
the policy rests, not upon l^w, but upon implication of with- 
drawal of foreign-office support 

(4) International agreement, formally concluded m docu- 
mentary manner Such agreement might involve either posi- 
tive bargaining or retaliatory treatment in the event of 

violation. While in a given case a particular agreement to 

% 

cover a specific case might or might not be feasible, it may 
be suggested that commercial treaties, whiJfe not confined 
to tariffs, tend to stress tariff treatment, and there is much 
to be said for the extension of the scope of most-tavored- 
nation or national-treatment documents so as to cover prac- 
tically all economic relations — industrial and financial as 
well as commercial — and to make them truly economic 
treaties On the other hand, most-favor ed-nation treatment 
usually would not solve the nominally non-discnminatory 
raw material controls It should also be observed that, aside 
from bilateral agreements, there is the possibility of multi- 
lateral conventions among nations dealing with the present 
problem These presumably would be specific rather than 
general, and would deal exclusively wuth this particular prob- 
lem, just as there is the possibility of such conventions to 
cover various others of the newer problems in international 
economic relations, such as that of double taxation, and just 
as a number of such conventions already exist and apply 
specifically to such questions as that of reciprocal patent and 
trade-mark treatment Although there are limits to the 
effectiveness of any such devices, nevertheless with the grow- 
ing complexity of international economic relations and their 
problems, it seems not improbable that in the near future 
there will be an increase in the types of both bilateral and 
multilateral agreements dealing wuth different'4?nes''of these 
problems 
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(5) Domestic legal action As seen m the sisal case, 
doftiestic legal action iji the couiftry^ of importation may be 
taken against importers who are m some way parties to the 
scheme for price maintenance which is effected in the for- 
eign country of j^roduction. But this presupposes applicable 
anti-trust laws m the country of importation, and can be 
done only when the importers are so involved m the con- 
spiracy ” As a matter of fact it is probably true that in most 
cases the impcffters are not involved m any such way, in 
many imp(^rtant cases they are opposed to the foreign manip- 
ulation and are themselves the ones who, along with domestic 
manufacturers and ultimate consumers, suffer from it, as 
in the case of rubber Domestic legal action m the country 
of importation is, and naturally so, of limited effectiveness, 
since the point of control is primarily in the country of 
production 

(6) Econo77uc self-help. Within certain limits, various 
forms of* econjjmic self-help appear to be the most logical 
solutions of the present and other similar problems in inter- 
national economic relations Such solutions may involve 
governmental assistance, as in making surveys of possible 
new resources which might be developed at home or else- 
where abroad, or as in possible revision of laws to permit 
the formation of domestic bimng combines which might re- 

^sist the foreign producing and selling combines, or as in prop- 
aganda for reduction of consumption. Such governmental 
actions involved some element of economic and possibly 
political danger, as is shown by the fact that the problem is 
largely created in the first instance by go^ ernmental meas- 
ures in the other country, although it may be argued that 
prwate action in one country is not sufficiently powerful to 
overcome go^"tAnment*action abroad, and that public policy 
must be met with counter public policy. This economic self- 
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help may be classified as resistance in (<2) ^production, [b) 
buying, or (c) consumption The> rubber case may be 
taken as an illustration Since the beginning of the Steven- 
son Plan restriction, it has been proposed that America de- 
velop its own rubber plantations either in its own possessions, 
as m the Philippines, or in other countries where foreign gov- 
ernment control probably would not interfere, as in South 
America or Africa One large American rubber consuming 
concern has, m fact, set out a large plantation in Liberia 
The Philippine situation has been examined carefuUy, with 
respect to all factors, including soil and climate But the 
principal difficulties there appear to consist of lack of a labor 
supply as cheap as that in IMalaya and of provisions of the 
Philippine land laws which so limit the size of acreage ob- 
tainable by any one company that sufficiently large-scale 
production would not be possible These things indicate the 
practical economic difficulties likely to appear in any such 
case, even though it may be physically possible, as some- 
times asserted, to reproduce any organic industry \n the 
case of minerals reproduction of an industry is usually im- 
possible, except to the theoretical extent to which chemical 
and mechanical science increases the convertibility of ma- 
terials, although it is significant that in the case of potash 
it is asserted that there are resources in the United States 
which could supply all American potash needs if sufficiently ' 
cheap recovery methods could be put into general effect 
Again, m the rubber case, it has been suggested that the 
Webb Pomerene Law be so expanded as to permit large buy- 
ing combines which would be powerful enough in the world 
market to be able to combat price control by the producers 
even though that control may be effected by a governmental 
measure The extreme form of this solution would be gov- 
ernmental buying, an unlikely thing m the United States ^ In 
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the^ last analysis', however, the dominance of producing and 
selling, or of buying, interests must r/ist upon economic facts 
and forces, upon such things as relative strength of supply 
and demand, availability of substitutes, and similar factors 
Finally, in the case of rubber, reduction of consumption was 
suggested, by means of conservation and recoveiy of used 
material, and involving government propaganda to bring it 
about It has recently been asserted that a campaign under- 
taken along this line has been of considerable effectiveness 
and has influenced price All of these measures or possible 
measures involve a certain degree of government assistance 
or encouragement, but are mainly of a private character 
Such economic self-help has the particular advantage of 
approximatmg the natural economic reaction which ordi- 
narily governs economic processes,’® and commends itself as 

An Amer.can ruboer-bujing pool formed in December 1926 
by certa n ^of the largest purchasers of rubberj including* the United States 
Rabn^r Co, Go^j^i^ear T^re and Rubber Co, Firestone Rubber Co, Fisk 
RuDb-r €0 , Kcll\-bprirg*field Tire Co , Aja\ Rubber Co , General Motors 
Corpora". or, and the S:udebaker, W Jl}s- 0 \erland, Dodge Brothers, and 
Paclari llk lob le compa^ ..s At the time of organization a credit of 
c..c,eoo was obtained from Xew York bankers to finance large pur- 
crai.s ci creJe rubber The specific purpose was to protect American 
ma"ufav.tur_rs aga -"st excess \e prices. The formation followed the an- 
of the Br.t.sn Go\errment of proposed further restriction of 
crude ruboer exports” (Washington Post, June 17, 1927) It was re- 
ported Aat "he pool, V hmh was to expire on August i, 1927, was later 
projected eight months from that date 

The fo— owmg is an express on of the \iews of the Secretary of 
Ccmmerce "‘The world has often enough seen attempts to set up prnate 
monopol es, but n xS not urf’l rec-nt %ears that wt«ha'\e seen governments 
re\’\e a loTg forgotten rehc of rUed at\al sm and of war time expediency 
by Gel o.rat-h crcci’-'g cTl al co^^trols of trade in mw materials of which 
’"at onals p’~oducc a ma,or port on of the world’s supph, and through 
these co’^trols aro *rar.A fi'^mig prices to all of tbe hundreds of millions of 
other pccple in the WO’-M It .s th.s .nt’-usion of go\ernments into trading 
operations on a \a t scale that ra ses a host of new dangers — the ine\itable 
aftermath of such e^orts bv polit’cal agencies to interfere with the 
norrral process-s of supp!\ and demand Our expe’-ience of the last twehe 
months witn these controls has de\ eloped a senes of fiindamental questions 
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sounder and certainly more feasible, generally, than other 
types of remedies 

which we can no longer ignore and upon which we must determine a 
national poLcy These questions not only concern our own welfare but 
also the welfare of consumers m fifty or more natichis . , I dare say 
that if the law of supply and demand w^ere fiee to operate and puces rose 
equally high there would be no national feeling aroused because then the 
consumer realizes that this high price is stimulating production and relief 
IS inevitable but with controlled production these forces do not operate or 
opeiate but feeblv and siowdy . . There ha\e been several alternative 

national policies suggested (i) It has been said that these controls are 
inevitable and that we as a government should bargain vMth them for the 
establishment of fair prices This would probably involv^e oi?r government 
in guarantees to bu} the commodities at some such price and even weie this 
avoided it would make our government a bargainer in the commodity 
market and would add a thousand frictions to all those which it is the busi- 
ness of our governmental agencies to allay (2) It has been suggested that 
our industries should themselves collects el^ bargain to establish fair prices 
This also raises grave question as to whether we wish these controls to 
become fixed in international life and probablv invohes also go-v ernment 
supervision of their bargains Alternatively it has been suggested that 
(3) v\e might set up such combinations in our own country over materials 
which we control either singlv or jointly with one or two other major 
producers, thus getting our share of the profits in this^ game ’ i\nv such 
policy would not only in\ olve us in a thousand frictions in international 
relations but we would have done injustice to others . . It is mv belief 
that v\e should confine ourselves simplv to a consideration of what tem- 
porary measures of relief we can find and what final and complete pro- 
tection we can ultirnatelv gne our citizens through assuring our raw^ ma- 
terial at reasonable prices from competitive sources We should thereby 
at the same time be gi\mg equal protection to all consuming nations By 
extension and economy m use we can reduce the volume we impoit if prices 
become unrcasoi^able We can better organize our purchases and our dis- 
tribution among our consumers, and fortunately, the natuial resources of 
the v\orlc(, the mcentions of science and the wealth of our country are 
such that we could with proper organization build up competitive sources 
of supph m irest cas^ In tiiose commodities which from the nature of 
oui climate we cannot oarseb es pioeiuce v e must seek to stimulate pro- 
duction els'^where 4 n ceitrin comiUod’^-ies we can find solution through 
svnthetic chemiStrv’' In the meantime we should be able to devise additional 
methods whicii will gi\e some earlier reiief In mv ovin ^lew, these are 
the policies which we as a nation should follow Thev ojeen up fields of 
action free from trade reprisals and in fact contempliate solelvg defensive 
measures No one can rightly complain of sueji activities’ — from state- 
ment bv Sec^etarv' Hoover before House Committee, ofl January 6, 
1926 
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In general it may be said against the controls of materials 
which suggest such ren^iedies^ that tliey involve a difference 
between fair prices and unreasonable prices, that they create 
friction in international political and economic relations, and 
that they violate economic law by interfering with the normal 
course of producton As for the first-named charge, it must 
be recognized that any line between fair and unfair price is 
by its very nature somewhat arbitrary On the other hand, 
the fair price doctrine has been developed with, considerable 
definiteijesg in internal politico-economic policy systems, as 
in the laws of the United States The international friction 
point can scarcely be denied Thirdly, there is much validity 
in the assertion that the controls intef fere with normal pro- 
duction, and m fact, by preventing normal market reactions, 
tend to perpetuate a natural maladjustment of production. 
It IS for this reason that they involve some disadvantage even 
to the country of control, and that similar artificial measures 
for combatting them would seldom solve the problem and 
might frequently aggravate it 

Considering the matter, however, from the vie\vpomt of 
the countries exercising the manipulative controls, the con- 
trol measures, tvhile frequently unsound and illogical as well 
as conductive to economic hardship and opposition in the 
consuming countries, cannot be viewed as entirely unnatural, 
- especially where they are adopted to stop extreme price de- 
cline and to avert disaster to an important industry This is 
particularly true in the very cases of a number of raw ma- 
terials affected, where the industry producing such a material 
is the leading industr}-^ of the country concerned, and there- 
fore where disruption of that industry would have sweeping 
effects upon thq exports the trade balance, the imports, the 
financial structure, and, in fact, the entire economic situa- 
tion; the problem is doubtless more acute for such a pro- 
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ducing country than it would be for a country with diversified, 
production Moreover^ while it is commonly admitted fhat 
economic problems m the long run may best be solved by 
the natural economic reactions they induce, it is equally 
known that such reactions are often tard;^ and frequently 
severe, and it is coming more and more to be recognized that 
greater stability in the business cycle, within a nation^as well 
as internationally, is a desirable objective in present-day eco- 
nomic arrangements. To attain this objective it is necessary 
at times to use devices which are not purely economic, that 
is, which are politico-economic, which in a measure divert or 
suspend the operation of natural economic forces, and w?'hich 
are in this sense artificial This is recognized even in the 
United States, where the economico-Iegal institutions of 
private property and contract are perhaps more basically 
founded, and the concept of business regulation by means 
of normal competition is perhaps more generally accepted, 
than in other countries 

Nevertheless, to continue the application of what rtiay be 
termed the typical American politico-economic doctrine, it 
is because of the very necessity of preservation of competi- 
tion that the exception of public control is most frequently 
necessary, and this is a cardinal point in considering the 
question of foreign and international control In a wmrd^ 
the problem of control of raw materials in w^orld economy 
is a fundamental one, and such controls are open to the basic 
objections, on the one hand of interference with production, 
and on the other hand, of manipulative interference with 
consumption and^rice Whether a given price is fair or un- 
fair, or whether an emergency in a given industry is or is 
not sufficient to justify artificial valorization, may be de- 
cided only in a somew^hat arbitrary w^y ButNcertain out- 
standing cases of manipulated price are clear"^ enough, .and 
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the same is true, of controls which, though possibly begun 
during an emergency, ^re continued^ permanently after the 
emergency has passed and for the evident purpose of exact- 
ing a price much higher than it would be normally. Nor is 
it particularly to^ the point to urge that import tariffs are in 
the same category, for there is some difference between re- 
strictions upon importation which affect consumption in only 
one market and controls which when exercised in one country 
affect all other'^countries using the product concerned and 
place certam of those countries in a position of peculiar de- 
pendence Finally, it is doubtless true that ultimately nat- 
ural economic forces wmuld end or check such controls, by 
the compulsion of substitutes if in no^ other way, but a long 
period of difficulty is likely to intervene m such a natural 
adjustment The wisdom of many measures designed to 
offset the controls may be questioned, but some indirect gov- 
ernmental encouragement of economic self-help, especially 
as in stimulation of new sources of production where prac- 
ticable «and in conservation of consumption, is not without 
justification, and at the same time national discussion of the 
problem is probably of some value by way of suasive effect 
upon the government exercising the control 

International Policies 

^ Aside from, or m addition to, the national approach to this 
international problem, joint international measures are some- 
times proposed These may be briefly summarized as fol- 
low^s 1 1 } The nationalist solution ' — such a readjustment 
of political affiliations and boundaries that ^ch nation might 
be self-sufficient in all raw materials, considering all its in- 
dustries and population (2) The socialist solution” — 
the establislynent of^ a central international organization 
wFich \YOuid purchase and distribute all necessary materials 
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among individual states The work of the '' International' 
Executives established bV the United States and the Allied 
Powers during the World War, is cited as a precedent (3) 
The free trade solution’’"^ — the voluntary abolition by 
the various states of all restrictions on production and dis- 
tribution of raw materials, including presumably the elimi- 
nation of all limitations on exploitation of resources^ and all 
tariff and simnlar restrictions The 1911 Seal Treaty is cited 
as a precedent for this, or even for some pooling plan 

The mere mention of the nature of the scheyie^ is suffi- 
cient to show how far the}^ are from practicable or feasible, 
and indeed how undesirable some of them would be The 
question of joint international treatment of the problem may 
be dismissed with the observations that (^) international 
conference discussion offers possibilities of helpfulness,^^ and 
that ( 5 ) as remarked above, m addition to separate national 
treatment of each case as it arises, the conclusion of bilateral 
agreements or even multilateral convention^ containing re- 
ciprocally guaranteed limitation of such controls, sl?ould be 
beneficial and at the same time feasible 

Cf Amerxan Journal of Irtej naHonal Lavj^ Vol 19, No 4, pp 
739-742 (“ International Control and Distribution of Ra\\ Materials,” by 
Anderson, Chandler P ), October 1925 

As remarked abo\e, the pioblcm of control of ra^i materials, like 
that of international cartelization, was considered at the International 
Economic Conference, Gene\a, 1927 For its conclusions leg'ardmg- e\poit^ 
duties on raw matr rials, ie Re^ol^itIo? 7 ^ of the Corfererte III Conv- 
mercial Rohey and. 'Treaties^ 3 Export and I — Libett] of Trading^ 

I Import an I Export Prohibitxizs ord Reitrictiozi^j (U S Department of 
State, Report of the Charntti-an of the Ayneri^aa Delegation to the I Ptet na- 
tional Econonac Conference, Geneva, Mo v' ^ — May 23, /pay, Annex II) 
Cp also ff documents (i) League of Nations, Report on Certain 
Aspects of the Razo Material Pi oblem, by the Provtsxnal Economic and 
Financial Commntee (with reletant documents submitted to the Committee 
b\ Professor Gini), 2 \ols , (2) League of Nations, R^epott on the Problem 
of Rarjj Materiah and Eoodstufps, b\ Professor Gini,’^3) International 
Labor Office, Gene\a, Papers Rel-ating to Scheme:^ of Ir^ernational Organi- 
zation for the Dist%ibiition of Raw Materials and Fooditufts, Octobef, 1920 
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Since there probably a much greater degree of unity 
in international economic processes than in international 
political relations, and since international economic unity^ 
like that of given countries, rests largely upon diversity, any 
such scheme as tliat for pooling the world’s resources or even 
for sweeping away all restrictions upon production, as upon 
trade, i^ doubtless as impracticable as such a scheme within 
a nation would be^ and as undesirable But the striking and 
increasing mterSependence of the industries and populations 
of the wgrlij, with respect to supplies of materials as in other 
ways^ is itself a guarantee of ultimately practical adjustments 
of the special problems that occasionally arise in international 
relations ^ 

Indeed such interdependence, while at times spectacu- 
larly punctuated by problems such as those discussed above, 
is much more fully and typically illustrated by the many 
cases of foreign and international private exploitation of re- 
sources, which are more numerous and more natural, though 
less sul?ject to public attention, these cases will be treated 
of m a subsequent chapter, and may be viewed as indi- 
cating the degree not only of interdependence, but of commu- 
nity of enterprise as well, existent m the international 
economic order. 

X B For further data, and references on the problem of inter- 
--nat.onal ra^ material controls, including the Franco-German potash and 
Chxiean n trare cases, and recommendations, on the general subject, of the 
World Economic Conference and of the International Chamber of Com- 
merce, zide Appendix, ^ 



CHAPTER XIII 

SPECIAL WORLD RESOURCE PROBLEM 

PETROLEUM AND DIPLOMACY 

rr^HE INTERNATIONAL petroleum problem may 
I well be considered separately from^ and more 
A fully than, that of any other raw' material, whether 
publicly controlled or privately exploited, for several rea- 
sons In the first place it is more spectacular than any of 
the other problems of international control of raw materials 
Here there has doubtless been more energetic activity by 
private enterprise in the direction of foreign exploitation^ and 
at the same time more direct involvement of such enterprise 
with the business activities, the legislative and administrative 
policies, and the diplomatic processes of leading nations^ than 
in any other international raw material case The problem 
has thus engaged much public attention, has involved world- 
wade activities by several w'orld-knowm corporations, has 
had to do with the most direct type of governmental partici-^ 
pation m private industrial business, and has caused various 
restrictions on private rights of foreign exploitation It has 
also been the subject of much diplomatic correspondence, 
and has been known to have played an important part in the 
relations of the United States wnth many of the Latm-Ameri- 
can republics, including the United States’ recognition of the 
various governments of Mexico, m British Empire’ policies 
in such places as Burma, in Bntish-Dutch relations ya the 
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Pacific, and in tlje Near Eastern policies of Great Britain, 
France, the United States, and other powers, as especially 
illustrated in spheres m Persia, the mandating of Mesopo- 
tamia, and the treatment of Turkey at Lausanne. Indeed, 
there is scarcely 'a region of the world in which petroleum 
has not to some extent colored modern international policy, 
and the press has not unnaturally referred to “ oil diplo- 
macy.” - If this IS true, it may be that here is at least one 

r 

^ A sample of the popular appeal, and possible exaggeration, of this 
questmn is^foy.nd in the follo\\ing press account — What gold was in 
earlier ages to stir in man the spirit of ad\enture and discovery in stiange 
lands, and of inquir} into the secrets of nature, oil is in these days The 
Alchemist of the Middle Ages vho sought to produce gold from a chemical 
compound ^s now metamorphosed into the chemist, wTo splits the molecules 
in Older to get nioie gasoline out of crude petroleum Spanish Conquista- 
dores, Mheir blood adame %Mth lust of gold,’ who ravished the posses- 
sions of the South American Indians, are replaced today by representatw es 
of various oil companies, who mo\e in piomising tenitones of the South 
Arn^ncan Continent, under protection of their country and b} permission 
of toe countrv iswed Instead of a gold rush like that of 1849 to the 
CaLfornia gold-fields, or the great rush of 1896 to the Yukon gold-fields, 
we na\e th^ p^netrifLion of oil-scekers in all parts of the world, all moving 
within the law How' widespread are their v\anderings may be judged 
from a glance at the petroleum regions of the globe . . which show's 
that practmally the only unspotted sections are Greenland, Iceland, and 
Sp^tzberg^n 

‘^PubLcists at home and abroad tell us repeatedl)' that oil is the ‘para- 
mount factor in the political economics of the day,’ and they add that, in 
plam words, this means that besides the material ingredients of petroleum 
there are invoiced in it the moral elements of peace or war and of friend- 
ship or antagon sm between races, nations, and creeds ‘ Oil may soothe the 
tioubled waters of the eternal seas,’ £a\s one writei, ‘but it only adds un- 
rest to tli£ troubled w aters of international diplomacy ’ On the other hand, 
some emment petroleum authorities assure us that all the talk about ‘ a 
World War for o 1 ,’ in which the two chief contenders are said to be 
British and Amer.can interests, is ‘ mere exaggeration and sensationalism ’ 
But no one denies that since 1906 the petroleum mdustrv of the kerosene 
age has become the petroleum industrv' of the age of the internal com- 
bustion engine, of the automobile, the airplane, and the oil-driven battle- 
ship, and thiS ^ spaces as ‘ an explanation of the bitterest international 
n\alrv"’ ^Xo mjw knows today where oil v\ill be found tomorrow or in 
what quantity,’ aeeordmg fb A C Bedford, Chairman of the Board of 
BirectCrs of the Standard OJ Company of New' Jersey, and ‘no man or 
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case where governments do consciously “possess an ecos 
nomic intelligence ” w^icb leads theiji into an “ international 
struggle for resources ” At the same time, while the case 

group of men can restrain another from seeking oil 41 the earth, nor, hav- 
ing found it, can they restrict or augment its flow ^ ” — Literary Digest, 
January 20, 1923, pp is Ibid — [Quoting Frederick William 

Wile] “Although more fragrant themes are publicly discussed oil has be- 
come the great international issue of the hour It lurks in the background 
of \irtually e\ery pioblem nov- engaging the attention of vorld statesmen 
European poLtics has become the politics of petioleun? Almost no moAe 
IS made on that chessboard on \\hich Prime Ministers disport themselves 
with the fate of nations that is not tinctured with oil The^pei^ding situa- 
tion in the Near East is saturated with oil all the wa\ from the Persian Gulf 
to the Golden Horn The Genoa Conference vent on the rocks mainly 
because of oil intrigues Soviet diplomacy is cunningly pivoted around 
Russia’s vast and coveted i^eservoirs of oil in the Baku and the Caucasus 
regions * » Rumania and Poland, with their rich oil deposits, are fac- 

tors in the situation Persia, with some of the most extensive petroleum 
beds in existence, is at present the bone of contention between British and 
American oil interests Wherever one looks in Europe, petroleum flares 
up as a paramount political issue If oil dominates the diplomacy of 
Europe, it is hardN less conspicuous in the international affairs of the 
United States E\ery important diplomatic action taken by America since 
the World War has been concerned, directlv or indire(?tly, with oil The 
United States protested vigorously against the Anglo-French agreement for 
division of petroleum in Mesopotamia and Palestine We objected to the 
Netherlands Government’s exclusion of xLmerican enterprise in the oil dis- 
trict of the Dutch East Indies We have refused to recognize the Obregon 
Government principall;^ because existing American Oil rights in Mexico 
aie considered in jeopardy. The next United States ^ oil diplomacy’ may 
have to be conducted with Japan The Sinclair Oil Co of New York has 
just obtained from the Russian Chita Government a concession for oil 
exploitation in North Sakhalin, which is occupied by the Japanese Army 
Tokvo Foreign Office denies the right of Chita to bestow privileges within® 
territory under Japanese militarv^ occupation Still another Russian oil 
incident presentlv^ will demand the State Department’s attention The 
International BarnsdsSll Corporation of New York has received from the 
Soviet Government a# concession to work a 500-acre oil-field in Baku coun- 
try’ To date the United States has declined to recognize any rights con- 
ferred upon Americans, like Washington Yanderlip, which covered Soviet 
confiscated properties and lands The Barnsdall concession, it appears, ap- 
plies to State Oil that never was privately owned ^Thu® a new^ Soviet- 
American proposition is presented which, to the cunning na-^^-Sters o’f Moscow, 
no doubt conjures up interesting political possibilities »n the direction of 
longed-for American recognition ” ® 

a ^ 
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.presents some of. the clearest and most telling illustrations of 
the* present world-scop^ of private industrial activities and 
of the influence of these upon governmental policies^ because 
of its very spectacular character and the very acuteness of 
Its instances of ^international rivalry, it should be judged 
sanely, wdth special care against considering it characteristic. 
It is atypical, rather than t3^ical, it is an extreme case, with 
all the interest that extremes present. 

International petroleum control, then, may be considered 
in some detail because of its extensive ramifications and its 

A 

particular interest A second reason for dealing with it as a 
separate case lies m the difficulty of classifying it As noted 
above, it involves almost every imaginable sort of private 
and public industrial measure, including (i) private for- 
eign industrial activity, (2) international combines (or 
‘ trusts ' (3) governmental regulation, (4) direct govern- 

mental participation, as well as (5) diplomatic relations, 
both between powers and lesser states and among the powers 
themselves These forms of activity and policy are so in- 
terwoven and blended together that it is almost impossible to 
separate them categorically 

A third reason for according special treatment to the 
petroleum case lies in the technological and economic char- 
acter of the industry itself That its products are of strategic 
^importance to all leading industrial and naval powers is a 
truism and could almost be assumed from the very fact 
that such powers evince so keen an interest in it. But this 
importance is magnified, and rivalry, if there be rivalry, is 
sharpened^ by its quick-running nature fts discovery for 
economic purposes dates back but a few decades, and its 
rapid adoption as a source of power, light, and lubrication 
has constituted one of j:he most remarkable chapters m mod- 
ern industrial history This rapid substitution for coal and 
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other materials was undoubtedly greatly, facilitated by it§ 
physical fluidity and consequent eas^ of both productionj* and 
transportation and consumption Thus the physical and 
economic fluidity of the industry has conditioned its entire 
position Production was not a matter of laborious digging, 
but rather of gushes and spurts, or at least of free flow from 
pumping Consumption tended to expand with the same 
freedom and therefore often to outrun production Conse- 
quently production in given instances has“*had a meteoric 
rise and a more or less rapid decline Wells, oil-production 
districts, and even oil-producing countries have Seen sud- 
denly developed and then have fallen away m output, to such 
an extent that there are frequently predictions of exhaustion. 
For example, in the United States, which is the largest pro- 
ducer at present, it is often asserted that national reserves 
will be practically exhausted within twenty-five years or 
less, though this estimate is the subject of much controversy 
among technologists In any event, the rapid course of the 
industry has doubtless influenced its international phenom- 
ena For powers possessing very small oil reserves and pow- 
ers with large but rapidly exploited resources alike have 
turned their attention to new fields abroad For the same 
reasons it is possible that the international oil problem will 
subside or disappear in the not far distant future 

INDUSTRIAL IMPORTANCE OF PETROLEUM 

While crude or semi-refined petroleum is used to some extent 
as fuel for locomotive and marine boilers and even for Diesel 
engines, and also for lubrication of certain t3^es, the nat- 
ural product is ordinarily and in increasing proportions re- 
fined by a distillation process which, by yiejdmg various 
products in order of volatility, furnishes co?amodlties with 
an almost infinite variety of uses. The light-gravity ethereal 
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products supply ansesthetics. The naphthas are solvents and 
are*blended with gasoline GasoJines furnish nearly all of 
the present consumption of fuel for automobile, airplane, 
and other internal combustion motors Kerosene, formerly 
largely used for illumination, and still consumed heavily for 
that purpose in regions where electrical illumination is not 
developed, is increasingly in demand for motivating farm 
tractors* The lubricating oils, so necessary in all modern 
machinery, havt practically no substitutes, except in a few 
rare cases where a vegetable oil is used Fuel oils replace 
coal for heating boilers m manufacturing and steam railway 
and steam vessel transportation The waxes, if the crude is 
of the paraf&n-base type, supply preservatives, illumination 
materials, and surgical dressings Road oils are obtained 
from some types of crude petroleum Petroleum-coke for 
metallurgical processes, battery carbons, and arc-light pen- 
cils conclude an incomplete list of petroleum products 

“ Coal, which controlled the commerce of the world in the 

«• 

last ceij-tury, is already of less international concern than 
petroleum Fuel oil and gasoline are now commercial neces- 
sities, and national leadership on the sea and in the air ap- 
pears to be absolutely dependent upon the possession of 
adequate supplies of these two commodities “ Substitutes 
for the supplies of crude petroleum and its products do not 
^appear to be readily available As a source of fuel^ petro- 
leum competes with wrnod, charcoal, coal, peat, natural and 
artificial gas, and electricity generated from coal or water 
power It is thus by no means the sole or principal source 
of industrial energy But it has won a dislmctive place in 
some fuel uses, as in the case of gasoline for automotive and 
other internal combustion motors, and the development of 

the Diesfel motors is increasing, while the advantages of fuel 

-« * 

“Us Geological Surrey, World Aila^ of CommerfCtal^ Geology^ Part 
I, pp 17 et seq 
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oil as a substitute for coal m industrial and naval use give^ 
it a place of growing and ^ven strategic importance Itr the 
case of Diesel motors it has been demonstrated that vege- 
table and fish oils can be used For internal combustion 
engines gas and alcohol have been actuaHy substituted at 
times, and it is physically possible to produce alcohol from 
a great variety of vegetable materials, although this is only 
practical where the price of gasoline in a given inslance is 
high Illumination is obtained from natural and artificial 
gas, from electricity generated by coal and water power, 
from oils distilled from coal, and from animal fills ^ Yet m 
none of these cases is there an easy economic substitution, 
and in the case of lubrication, while certain carefully refined 
animal and vegetable oils may be used, it is generally con- 
sidered, technologically, that there is no real substitute, 
especially for high-speed bearings and lubrication in the 
presence of high temperatures in machinery There are 
large reserves of oil shale throughout the world, 'mcludmg 
especially the United States, but the process of extraditing oil 
from shale is expensive and thus far has been practically de- 
veloped only to a limited extent in several countries, such as 
Scotland, and to a very small extent in the United States, al- 
though if the price of petroleum products should become high 
enough this industry might become a large one It is of the 
very nature of things that economic phenomena constantly 
shift With other changes m human activities — they are in a 
sense reflections o^f such changes as they affect individual and 
national livelihood, and there is a law of comparative costs 
for industries as well as regions Nor is the so-called indus- 
trial revolution yet ended, it is rather continuing at ac- 
celerated pace Changes in industrial technology, or relative 
exhaustion of petroleum resources, mi^ht in a-comphratively 
short time reduce or abolish the importance of petrQleum, 
which change might m turn alter national policies as well as 



Sio INTERNATIONAL ECONOMIC RELATIONS 
« • ® 

individual activities. But as conditions exist today, petro- 
leufn has a unique position of commercially strategic signifi- 
cance which influences international policies in a manner 
nothing short of the spectacular. 

RESERVES AND PRODUCTION 

Estimates of the petroleum reserves of different countries 
vary greatly, and there are many regions where the resources 
are far from deinitely known and where, despite much pros- 
pecting by geologists and by the leading petroleum companies 
of the ■^oi^id, they are only supposed to be small ” or 
large ’’ Steady decline and apparent approach toward ex- 
haustion of man}^ old fields and not infrequent discovery 
of new fields or new possibilities in undeveloped fields have 
characterized the brief history of the industry 

The United States and Rumania are credited with the 
first commercial production in 1857-59, but the wells of the 
United States were so rapidly and extensively developed that 
by 191^ they were yielding nearly 65% of the total world 
output, this world total having grovvn steadily and speedily 
to well over a third of a billion barrels ]Meanwhile other 
regions had entered the list, including particularly Russia 
and Zviexico, and also the Dutch East Indies India (Burma), 
GaLcia and others During and after the World War the 
world output continued steadily to increase^ so that a decade 
later it had passed the billion barrel mark, with a smaller 
proportion m Russia, with a much larger but apparently de- 
clining proportion m Mexico and increased production in 
several other regions such as the Dutch East Indies and 
Persia and with a tremendously augmented output m the 
United States " 1927 the world total had further in- 

creased and production of the United States had come to 
constitute, as fn 1923, more than 70% of the total, with 

^ The Mineral Industry (edited by Roush, G A), current edi- 
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other producing regions including Mexico^ Russia, Persia,, 
the Dutch East Indies^ Venezuela, and Rumania, with fairly 
important production in India, Poland, Peru, Sarawak, 
Argentina, Trinidad, Japan and Formosa, and Egypt Small 
amounts are produced in Germany, Frandfe, Italy, Canada, 
and other scattered countries ^ 

tiOHj for complete table of “ world’s marketed production of crude petro- 
leum in barrels of 42 U S gallons,” from 1857 (Note These figures do 
not e\actl\ coincide with those published by the Geol l>ar\e\ in the V/ orld^ 
Atlas and those published b\ the Department ot Commerce m the Commerce 
Y earhook ) 

^ Amounts ha\e been as follows 


WORLD PRODUCTION OF CRUDE PETROLEUM * 
In thousands of barrels 


Countrj 

1913 

1923 

1924 

1925 

1926 

1927 

TOTtL 

383,345 

1,018,620 

1,013,623 

1,067,566 

1,096,608 

1.254.952 

United States 

345,446 

732,407 

713,940 

763.743 

i 773,000 

903,800 

Mevico 

25,696 

149,585 

139,678 

115.515 

90,0Q0 

64,120 

Russia 

63,834 

39.156 

45.355 

52,448 

9 61,000 

72,400 

Venezuela 


4,201 

9.042 

19,687 

37,226 

^ 64,400 

Persia 

1,857 

28,336 

32,373 

35.035 

35,460 

39,200 

Rumania 

U>S 55 

10,867 

13,369 

16,646 

23,299 

26 300 

Dutch E Ind 

11,172 

19,868 

20,473 ' 

21,422 

22,200 

21,400 

Pe'-u 

2,071 

5.699 

7,812 

9,164 

10,782 

10,000 

India 

7.930 

8,320: 

8,416 

8,000 

8,728 

8,200 

Argentina 


3.400 

4,669 

5,8iS 

6,500 

8,700 

Colombia 


424' 

445 

581 

6,446 

15,000 

Poland 

7,818 

S.402 

5.657 

5,960 

5.S35 

5.300 

Trinidad 

i 50J. 

3.051 

4.057 

4,654 

4.97 5 

5.380^ 

Saraw^ak 

141 

3.940 

4,163 

4,257 

4.300 

5.000 

Jap & Formosa 

, 1.940 

1,805 

1,814 

2,000 

1,900 

1,700 

Eg\ pt 

9^ 

b 054 

1,122 

1,226 

i,i6i 

U 23 S 

Other Countries 

1,152 

1,115 

1,238 

1,407 

800 



Figures tor 1913-26 incl are from U S Department of Com- 
merce, Cornnerce Year Book ig26 (pub 1927), figures for 1927, from 
estimates in bulletin of American Petroleum Institute (i.50 Park A\e , 
New York), Febiuary 29, 1928 * 

Note — It has been predicted that Mexican prodi^tibn will be about 
45 million barrels in 1928, that Venezuelan production will be abt^ut 100 
million barrels^in ^928 and m the near future ma\ reach the rate of one 
million barrels per da\ 
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» The changing nature of the world oil picture is reflected 
in various shifts, from time to time, in the amounts of crude 
petroleum production in the various countries The world 
total output has increased steadily in recent times ^ e>:cept for 
a decline in 192?- This is also true of the extremely large 
production m the United States, which, after continual ex- 
pansion year after 3maf, m 1924 dropped below the figure for 
the previous 3’'ear Some observers at that time concluded 
that the peak iad been passed and that the decline would 
continue, due to resource exhaustion However, m 1925 and 
subsequent^ there were substantial increases, and in 1927 
the United States was still producing over 70% of the in- 
creasing world total Significant ii^creases have also oc- 
curred in Rumania and Russia The most spectacular recent 
changes, no doubt, have been the marked decline in Mexican, 
and the rapid rise in Venezuelan, production, especially since 
1921 In 1926 the Venezuelan output was still less than 
half that* of Mexico, but in 1927 it approximatety equalled 
the latter, and it has been predicted that the 1928 figure for 
Venezuela will be more than twice as large as the Mexican 
one It is sometimes suggested that the political difficulty 
between IVIexico and the United States over American oil 
rights has caused the decline in IMexican output, on the 
other hand^ petroleum interests points to the exhaustion of 
^manw” Mexican wells. In any event the change is significant. 
The Mexican fields were rapidly developed after 1904 until 
they came to contribute a crude petroleum Qutpiit second only 
to that of the United States Particularly ^did they come to 
furnish large crude exports to the United States for the sup- 
plementing of the latter’s extensive refining business, domes- 
tic consumption, and export trade m refined products Of 
equal signific-ance is tbe fact that American interests became 
the dominant ones in the exploitation of the Mexican oil 
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fields Finally, the rapid decline of given^ fields in various^ 
countries again suggests -^the prediction, sometimes mhde, 
that the world’s petroleum will be practically exhausted 
within another generation, a piediction sharply controverted 
by other mining experts Regardless of such controversies, 
how'ever, striking changes in production take place from 
year to year, and these help to explain the position of the 
powers, and their efforts, in various forms, at petroleum con- 
trol, whether this be a permanent or a passjng phenomenon 
in intei national affairs 

POSITION OF THE INDUSTRIAL POWERS 

As a final phase of the background against which run the 
processes of international petroleum control it is to be ob- 
served that the United States is the only leading industrial 
power which at present has a petroleum output at all ap- 
proaching its own needs Production in the United King- 
dom, Germany, France, Italy, and Belgium is either small or 
negligible. 

The outstanding proportion of the world total of crude 
petroleum produced in the United States has been noted. 
This output, supplemented by imports of the crude product, 
sustains much the largest refining industry, domestic con- 
sumption^ and export trade in refined products m the world. 
Outwmrd shipments are particularly large in the case of gaso- 
line kerosene, gas and fuel oil, and lubricating oils They 
go to a great number of countries, m ever3^ part of the world, 
including, interestingly enough, certain non-industrialized 
ones which have a surplus of crude production. Kerosene is 
largely shipped to non-industrialized countries But it is of 
special significance that these exports move in Jargest qiian- 
titles to the United Kingdom, and in important quantities 
to France, Germany, Italy, Belgium, and Jai 5 an 
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On the other hand, it is almost equally significant that 
the United States depends upon J^^tm-American neighbors 
for this supplemental supply of crude oil, and particularly 
upon Mexico, where production is declining Thus it ap- 
pears that the leading industrial powers other than the United 
States for the most part obtain greatly insufficient supplies 
of petroleum and petroleum products from their domestic 
fields and even from fields m their colonies and foreign fields 
which their private enterprise has entered, and are dependent 
upon the United States for oil But it is also evident that 
the AmeTicin export position is in turn one, not of suffi- 
ciency " but of some dependence upon crude imports It is 
these basic facts of production and trade, together with those 
of the very considerable adoption of oil in manufacture, m 
railway and merchant vessel transportation, and in auto- 
mobile transport as well as m use by vessels of navies and 
airplanes of armies and navies, together also with the fact 
of decline m oil output m older fields, that account for public, 
and help to account for private, international petroleum 
control 

PRIVATE AND GOVERNMENTAL FOREIGN 
EXPLOITATION 

The remarkably extensive private exploitation of petroleum 
resources, m both a foreign and a purely international way, 
as well as the participation of governments in such activities 
irx piivate industrial capacity, may be observed by noting 
some of the principal companies and some of the principal 
countries ^ ^ 

^ Cf Ref on of the Federal Oil Con^einaiion Board to the President 
of the Untied StTteSy Part I, September, 1926 
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Companies 

There are a number of Extremely lar^e petroleum companies 
and combinations operating throughout the world Aside 
from the several Standard Oil Companies of the United 
States (especially the Standard Oil Company of New Jersey) ^ 
the largest of these are British 

Most famous is the organization known as the*' Royal 
Dutch-Shell group or syndicate a British-Dutch combine 
With scores of affiliated and subsidiary companies operating 
in many countries throughout the world Its plreht com- 
panies were the Royal Dutch Company ^ and the Shell 
Transport and Trading Company, Ltd (British). The 
Royal Dutch Company’was organized in the Netherlands in 
1890 for the development of petroleum lands m the Dutch 
East Indies, where, through its activities and by means of 
exclusion laws, it has come to dominate if not practically to 
monopolize oil production Some of its shares are foreign 
owned, including the so-called “ New York shhres,’’ byt it is 
under Dutch control, wuth British affiliations It is a hold- 
ing company, and owns stock m the Shell Transport and 
Trading Company and many other concerns, and, inciden- 
tally, in several American companies In 1907 it became 
affiliated with the Shell Transport and Trading Company, 
Ltd (British), which had been incorporated m England in 
1897 for transporting and distributing business These two 
companies, acting with Russian Rothschild interests, in 1903. 
formed the Asiatic Petroleum Company as a distributing 
agency for a certaiTl part of their trade When the affiliation 
occurred in 1907 two new companies were organized, the 

® U. S Federal Trade Comniiss on, Report on R oretgn^O'vonersht'p tn 
petroleum Induitry^ February 12, 1923, pp XI-XV, 3—32, 65-09, 132 
The Konmkkjke Ncderlandsche Maatschappij totv Expolitatie van 
Petroieumbronnen in Nederlandsch-Indie. 
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3 ataafsche Petroleum Company and the Anglo-Saxon Pe- 
troleum Company, and_ these conoerns took over the proper- 
ties of the Royal Dutch and the Shell, which then became 
holding companies. The joint British-Dutch control took 
the form of joint stock ownership^ the Royal Dutch Com- 
pany owning 6o% and the Shell Company 40%, of the stock 
of the two newly formed operating companies Since that 
time the Royal Dutch-Shell group has extended its activities 
to include more"»than 100 subsidiary and affiliated companies 
owning and operating oil fields,® refineries, compression 
plants, storage facilities, pipe-lines, and auxiliary businesses 
m numerous countries in Europe, the Near East, the Far 
East, and Latin America The combine owns or controls 
over 700 miles of trunk pipe-lines in the United States and 
over 200 miles of pipe-lme in Mexico, aside from major oper- 
ations in other parts of the world It owns or controls over 
1,000,000 tons of tankers^ barges, and tugboats, as well as 
more than a hundred fuel-oil bunkering stations^loeated at 
all important seaports throughout the world, including a 
number of ports of the United States 

That the policy of the group has steadily contemplated 
activities of much more than purely British and Dutch scope 
is clearly indicated in its statements.^ The Chairman of 
the Shell Company said at an annual meeting of the company 
.in 1913 ' The business is world-wide, and ive are deter- 

mined that the great distributing organization which we have 
Created shall not be dependent upon any one field, or upon 
any one country, or upon any one go\ ernment We shall en- 

In IC2I tac Ro\a! Dutch-S^ell qroup cortrolled the foilo\'Mng- 
pr^ n’-t . cr U"- U ■> Dutch-Ea>t Ind es, 97 2^0 , 

ii Br.: sh in Eg-}pt, 1000%, xn Rumania, 

■^2^ , m m dlw\ico, 26 6%, in Trinidad, 15 9/0, 

d total, U S’ Feceral Trade Commission, op a/ , p 16 

pp 12-13 
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deavor to acquire oil territories, so essential to the sii^post 
of our organization, v^hersver they fan be found The an- 
nual report of the Royal Dutch Company, for 1920 stated 
It needs hardly to be mentioned that the American petro- 
leum companies also realized, although too late, that it was 
not sufficient to have a large production m their own country 
As regards our own group in this respect its business has 
been built up primarily on the principle that each market 
must be supplied with products emanating from the fields 
which are most favoiably situated geographically^ It goes 
Without saying that we are now reaping the benefits resulting 
from this advantageous position In order, how^ever, to 
maintain our position m the world market it is not suf- 
ficient to be satisfied with the advantages already obtained 
We must not be outstripped in this struggle to obtain new 
territory Our interests are therefore being considerably 
extended; our geologists are everywhere where an}/ chance 
of success exists ^ 

This combine, with its remarkable ramifications and 
wmrid-scope of activities and policies, is thus one of the out- 
standing cases of international industrial organization. On 
the other hand, wffiile it has a practical monopoly in certain 
fields, it by no means possesses a w^orld monopoly 

Other large companies and combines operating inter- 
nationally include the Standard Oil Company of New^ Jerseys 
and other Standard Oil companies of the United States which 
were separated by a Supreme Court decision, several other 
large American companies^ and the Anglo-Persian Oil Com- 
pany which operates in Persia and is largely British, with 
ownership of a majority of voting stock by the British 
Government Although there are many othSr companies 
and groups of companies throughout ^the wojrM, it might be 
said that the field of private international petroleum con- 
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trol presents two^outstanding groups, the Royal-Dutch Shell 
interests (British) and^the Standard Oil Interests (Amer- 
ican), with other organizations, such as the Anglo-Persian 
and several other British concerns, and several othe? large 
American concerns, occupying a prominent place If it 
were accurate to narrow^ the matter down and to call it a 
rivalry ^between the interests of two leading industrial 
powders — and it is not strictly accurate — it would be said 
that the two great competitors are British and American 
But the organization of the most prominent concerns in the 
world petroleum field is interesting, since they present cases 
of extremely extensive foreign activity, since the Dutch- 
Shell case IS a remarkable one of international affiliation, 
and since the Anglo-Persian case is one of direct and active 
participation with private enterprise of a prominent gov- 
ernment in foreign development of a leading raw-material 
industry The importance of these companies and their ac- 
tivities Will be^more fully discovered in a survey of the 
situatic^ in the various parts of the world. 

Countries 

There are very few petroleum producing countries in which 
foreign petroleum interests are not active to a greater or less 
extent and this includes not only the so-called economically 
' backward ^ regions which are fields of more or less general 
foreign exploitation, but also economically advanced and 
more or less industrialized countries posseting, incidentally, 
highly developed governments, such as t^ United States 
These activities of foreign interests take a variety of forms, 
such as the direct ownership or lease of petroleum-bearing 

Vi^e U.^'S Federal^ Trade Commission, of at ^ esp pp 17-19, 
Spun, J E (ed )'^ et al. Political and Co?nmercial Geology^ section on 
Petroleum (by Northrop, John D ), pp i— 21 
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landj the holding of concessions, and the^ ownership of re- 
fining and pipe-lme facilities They are mostly private, 
but as noted above tSey involve in some cases actual par- 
ticipation of governments, and m important instances are 
supported by diplomatic and other politicah influence 

biief picture of the situation as it existed some years 
ago (1917) may be obtained from an estimate compiled 
on the basis of percentages of production in that year 
This estimate may be summarized as folio^Ts 


Country of 
Produclzon- 

% Of -iLoPd 
Prod icKon 

Country extr- 
cisini po^'t- 
ical control 

Xat'oral ty of , 
dam ncnt ui~ " 

tertsis 

J^pproxiirate % 
^of control by 
doTvnant interests 

u s. 

66 17 

u s 

u s 

96 

Russia 

13 62 

^Russia 

British-Dutch 

40 -j- 

Alexico 

10 91 

hlexico 

u s 

65 

Dutch East 
Indies 

- 55 

Holland 

Bntish-Diitch 

100 

India 

I 59 

British 

Empire 

British 

100 

Persia 

1 36 

Persia 

British ® 

100 

Galicia 

I 18 

Poland 

German 

100 

Japan and 
Formosa 

057 

Japan 

Japanese 

100 

Rumania 

0 55 

Rumania 

British-Dutch 

36 

Peru 

0 50 

Peru 

U S 

70 

Trinidad 

032 

British 

Empire 

British 

80 

Argentina 

0 23 

Argentina 

Argentinian 

100 

Eg^pt 

0 ^0 

British 

Empire(^) 

Biitish-Dutch 

100 

Germany 

0 AO 

Germany 

German 

100 

Canada 

0 04 

British 

Empire 

U 

80 — 

Venezuela 

0 03 

Venezuela 

British-Dutch 

So(?) 

Italy 

0 01 

Italy 

Fiench 

' 96 


Ibtd , pp lo-ii control of refining facilities 
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. This estimate ^s only an approximate one, and is of course 
subject to corrections to bring it to^ date For example, 
Soviet nationalization changed the situation m Russia, Gali- 
cia was transferred to the new state of Poland, and the Brit- 
ish protectorate dver Eg}^t was withdrawn But the sum- 
mary presents a picture of the situation as it had come to 
exist at the time, and with allowance for subsequent changes 
affords a rough sketch of the fabric of foreign exploitation 
even since that fime 

Mexico, for a time the second largest producing country, 
offers an^inUance of mixed foreign exploitation, including 
largely interests from the United States such as the Standard, 
Sinclair and Texas groups, British interests consisting 
chiefly of the Mexican Eagle Oil Company, and British- 
Dutch interests in the form of La Corona Company and 
others By 1917 the ratio, on the basis of the output, was 
estimated as, American interests about 65%, British about 
30%, and Bntish-Dutch about 2%, In 1923, the ratio, on 
the bas?s of investments, wms given by the official organ of 
the Department of Finance and Public Credit as, American 
(U. S ) companies 58 2%, British companies 33 1%, Dutch 
companies 6 Sfc, Mexican 11%, and all others 08% 

Elsewhere m Latin America, as in Mexico, British and 
British-Dutch interests and interests from the United States 
^share industrial control wnth native concerns, with United 
States interests m the lead In Central America United 
Slates concerns dominate, particularly through Sinclair in- 
terests in Costa Rica and Panama and through the Sun Com- 
pany in the neighboring countries Tiinidad is a British 
possession, and at one time British interests were estimated 
to have control of more than 50% of production and British- 
^ Dutch nearly- 25%, |)ut United States interests followed 
with approximately 20% In Peru the Standard Oil Com- 
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pany of New Jersey, through a Canadian ^subsidiary — th§ 
Imperial Oil Company^ — p,pparentl3j| is well in the lead/but 
the shipments of its output go mainly to Canada, and British 
and Italian interests have also been active in production. 
Standard and other United States interests ^Iso predominate 
m Colombia In Venezuela both Bntish-Dutch and United 
States interests have developed production 

Canadian production is relatively small and apparently 
m British and Canadian hands, but pipedAe and refining 
facilities are largely controlled by the Imperial Oil Company 
of Canada, the subsidiary of the Standard of Ne^^'’ Jersey. 

Control of oil production and producing areas in the 
Dutch East Indies, h^hly important, is decidedly British- 
Dutch, through the monopolistic position of the Bataafsche 
Petroleum Maatschappij, a subsidiary of the Royal Dutch- 
Shell group In fact it was the development of this field 
that gave birth to the Royal Dutch Company, the subsidiary 
Batavian Petroleum Company, the entire Royal Dutch- 
Shell group, and the important marketing subsidiary, the 
Anglo-Saxon Petroleum Company, Ltd 

Production in China is practically ml, the Standard has 
had several concessions, but producing prospects have not 
been good thus far 

The production of British India, largely Burmese is im- 
portant, and is in the hands of the Burma Oil Company,^ 
which is British and partly owned by the Anglo-Persian Com- 
pany, which in tuyn is partly owned by the British Goverrl- 
ment The fields^f Persia were formerly striven for by Rus- 
sian and British interests, wuth the Russians predorhinating 
m the north and the British m the south, and wnth much 
reported diplomatic pressure in the rivalry, »the Russian 
interests were largely unsuccessful and the v^xy iihportanF 
production there long since came to be almost entirely that 
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.of the z\nglo-Pei;;5ian Companyj which is British and in which 
the British Government owns the majority of voting stock 
Regardless of the establishment and withdrawal of a British 
protectorate, Egyptian production is mainly if not entirely 
that of the An^m-Eg\ptian Oilfields, Ltd , a subsidiary of 
the Ro^ml Dutch-Shell group 

In Russia companies of various nationalities operated 
prior to the revolution They apparently included British- 
Dutch, British^, Franco-Bntish, and possibly German in- 
terests, the last-named involved in control of a Belgian com- 
pany by a German bank It has been estimated that m 1914 
the Russian General Oil Corporation, a British holding 
company wnth about 20 subsidiary and affiliated concerns, 
produced about 21 of the total output, and the Royal 
Dutch-Shell group about 16 4 Tc, not including other smaller 
British interests Since the moderation of the nationalization 
policy there have been rumors of Soviet oil concessions to 
various foreign interests including groups from the United 
Statesfbut there is some doubt as to the exact facts 

The case of Rumania is not entirely settled x\ccordmg 
to some reports the pre-war oil production there was largely 
German but wuth some Bntish-Dutch control, and later 
measures somewhat of the nationalization type were sup- 
posed to have dispossessed foreign interests at least to 
- some extent Data probably more reliable indicates that 
before the war three companies pioduced about 70% of the 
total oil production, these companies bemgdhe Astra Romana 
(zgfc ! — a Royal Dutch-Shell subsidiary, the Romana- 
Americana (22%) — a subsidiar}" of the Standard of New 
Jersey, and the Seana-Romana (20%) — controlled by the 
^Deutsche Bank, The last named later came to be owned 
by Rumanian, French, and English interests Despite 
failur-e of agitation for nationalization, a decree of 1918 ex- 

e - 
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propnated some areas of land from native and foreign 
owners and these werei resold to peasants^ but clearly 
foreign interests have by no means been eliminated there 
The fields of Galicia, now m the state of Poland, were 
formerly largely owned by German and Austrian interests, 
but since the wmr French and Swiss capital has been in- 
vested there 

The petroleum resources of Mesopotamia and other parts 
of the former Turkish Empire are of mtetet by reason of 
their potential, rather than present, production They have 
been the subject of most mteiesting diplomatfc considera- 
tion and agreements, as will be noted below 

Production and reserves in western Europe are relatively 
unimportant 

The United States, the wmrld's largest producer of petro- 
leum and largest producer, consumer, and exporter of re- 
fined petroleum products, and the home of mdustiial in- 
terests whose activities in the development of foreign fields 
have been of major rank, is not entirely free from domestic 
production by outside interests British-Dutch and British 
concerns produce from American w'ells an amount estimated, 
from time to time, at 2 or 3% of the national output 

Facts disclosed in a recent government investigaiion 
wmre briefly these The British-Dutch interests have been 
particularly represented here by the Asiatic Petroleum Com- 
pany and the Shell Union Corporation The Asiatic Petroleum 
Company is, as^ stated above, a subsidiary of the Ro^al 
Dutch-Shell grojjp, and exists largely for distributing that 
group^s products In the United States it is chiefly engaged 
in the oil bunkering business, and has various subsidiaries in 
this country, such as the Asiatic Petroleum C^mipany 

U S Federal Trade Commission, hp a/ , «pp xiii-x\, 3S"3Sj 
and 69—89 * 
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York)j the Asia^c Petroleum Company (Delaware) ^ and 
the ^NTew Orleans Refining Company^ This is on the dis- 
tributing side 

On the other side, of production, before the World War 
foreign interests were active in the development of petroleum 
properties, especially m the mid-contment, California, and 
Wyoming fields Most notable was the acquisition by British 
interests^ of an option on an interest in the Union Oil Com- 
pany, of California This option was later conve3md to the 
Union Oil Company, of Delaware In 1922 the Union Oil 
Company, cf 7 Delaware, the Roxana Petroleum Corporation, 
and the Shell Company, of California, together with their 
subsidiaries, were merged, and the Shell Union Oil Corpora- 
tion was organized Later the Union Oil Company of Dela- 
ware, which wms domestically controlled, was dissolved, but 
some of its shares w’ere absorbed by the Shell Union Oil 
Corporation The American stockholders of the Union Oil 
Company, of California, organized an American-controlled 
holding^company (the Union Oil Associates) to prevent for- 
eign acquisition of control of that company, apparently with 
such success as to permit an ownership of only 26% of the 
stock of the Union Oil Company, of California, by the 
Shell Union Corporation Thus the merger failed to give 
complete contiol of the several companies involved to the 
Roval Dutch-Shell subsidiary However, this entire cor- 
porate adjustment wms significant, since the Shell Union Cor- 
poration has other American subsidiaries and is apparently 
under the practically complete control of the Royal Dutch- 
Shell group^ and the net result was that, by merging prdc- 
ticalty all of its American operations under this newly 
organized corporation, the Royal Dutch-Shell holdings rank 
^mong the lajgest m the petroleum industry in the United 
States This foreign wmdge in the American oil business 
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has not yet resulted m any large percentage of foreign con- 
trol of current production, but the ultimate operating results 
remain to be seen 

In this consideration of the question of private and public 
foreign oil exploitation, it should also be not^d that proposals 
have been made for a more direct participation by the Gov- 
ernment of the United States in oil development in other 
countries In 1920, when there was the first considerable 
discussion m the United States of alleged , discriminations 
against American nationals m petroleum exploitation abroad^ 
of the activities of foreign oil companies m ^he^ United 
States, and of the participation of governments m companies 
developing oil in countries beyond their own political juris- 
diction, a unique scheme was suggested for similar participa- 
tion by the American Government, apparently not for profit 
but for insuring future American supplies of the commodity 
The so-called Phelan Bill,^*^ introduced hlay 17, 1920, would 
have authorized the establishment of a quasi-governmental 
United States Oil Corporation for the de\*elopment of the 
Oil resources of foreign countries The capital wmuld have 
been privately subscribed, with the requirement that, while 
foreign nationals could become minority holders, the m.ajonty 
of the stock must be owned by American citizens The cor- 
poration would have been given wide scope m the production, 
refining, and transporting of petroleum and petroleum prod- 
ucts, and would have been permitted to form subsidiaries"* 
The diiectors, however, would have been appointed by the 
President of the llmted States, the corporation would have 
been subject to governmental demand for reports,* and its 
products would have been subject in vrhole or in part to 
preemption by the United States Government at prevailing 

U S Senate, 66th Congress, 2d session^ S 4396, Bill Author 
tng the Incovporatton of the United, States Oil Corf oration ^ 
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market prices From the purely business point of view it 
ftiay be questioned whether private capital could have been 
induced to enter such a corporation^" so largely subject to 
governmental control and apparently without any direct and 
special advantages to offset that handicap From the^ point 
of view of national policy, however, the adoption of any 
such plan seems extremely unlikely, in view of the tradi- 
tional tendency of the American Government, with a few 
exceptions, to a^^oid direct participation in either domestic 
or foreign business The proposal may perhaps be looked 
upon as ^ counter to the moves of governments of other 
powers in the strategy of petroleum. 

Position of the Leading Powers 

If the foreign extension of industrial and politico-industnal 
interests m the petroleum fields of the world may be viewed, 
as is so often done, as a struggle between the great powers, 
with the United States and Great Britain completely if not 
almost exclusively dominating the entire situation, the fol- 
lowing brief synopsis, made m 1923, of proportions of re- 
serves f rather than production) is of interest United 
States 14^, Mexico 645c, South America 18%, British 
Empire S 4U Persia and ilesopotamia 8%, Dutch East 
Indies 5fc, Russia 8G, China and Japan 6% Prearranged 
partA along strategic lines, this estimate appeals 


^ United States and Mexico 21% 

British Empire, Mesopotamia, Persia 
and DutCii East Indies . . 21% 

South America 18% 

Russm, China and Japan 14% 
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Allowing for British interests in Mexicp and for British 
and American interest^ in South Amgrica^ these approximate 
figures would give to Great Britain and the United States, 
respective!}^, both leading and roughty equal shares in world 
oil resources and potential production, as’^ against a large 
predominance of American interests in present production. 
These facts, with the fundamental fact of the strategic im- 
portance of petroleum, do much to explain so-called oil 
diplomacy 


PETROLEUM POLICIES OF GOVERNMENTS 
National Restrictions on Production 

It is significant to observe that, contrary to the general im- 
pression, apparently there are no countries in the world that 
practice nominal legal discrimination m favor of aliens of one 
nationality and against aliens of another nationality in the 
matter of petroleum exploitation The case of the San Remo 
agreement, to be noted below, is probably the nearest ap- 
proach to this sort of discrimination,” but it is a case of some- 
what different sort of significance On the other hand, many 
countries have set up comtplete or partial general exclusion of 
all aliens in this respect, and in certain instances this is be- 
lieved to amount to practical discrimination, as in the case of 
the Dutch East Indies, where the position of a subsidiary of^ 
the Royal Dutch-Shell group gives an indirect but effective 
entree to British interests There is the further question 5 f 
reciprocity in priAuleges of exploitation, the United States 
Government having pointed out that prior to 1920 and even 
subsequently foreign nationals have enjoyed greater free- 
dom in petroleum development wnthin its bo/dess than Amer- 
ican nationals enjoy in certain other countries, > the reciprocal^ 
provisions of the Act of 1920 appl}ang only to Federal Jands. 
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• * ® 

Since the World War there has been some moderation of 
nationalistic war-time measures several countries The 
restriction situation as it has more recently existed in the 
various countries may be briefly surveyed 

The British Empire presents different conditions, vaiynig 
from entile non-exclusion to complete but legislatively non- 
discnminatory exclusion It should be noted, however, that 
administrative actions may be just as effective as laws in 
closing the doot. At the tim.e of an inquiry into the matter 
by the Government of the United States, the British Gov- 
ernmenf nfede public correspondence reading in part as 
follow’S. 


Earl Curzon lo Sir A Gedde£ (Washington) 

Foie^gn Office^ Apid 21^ ig2i 

Sir I transmit to your excellency herewith copy of a memo- 
randum whicn has been prepared b}” the petroleum department 
dealing with the geneial petroleum situation 

2 In View" of the public interest in the question of petroleum 
supplier and in the polic}^ of His Majesty’s Government, an at- 
tempt has been made to give in this memorandum a summary of 
the conditions now existing in this country, m other parts of the 
British Empire, and in \arious foreign countries The memo- 
randum wall be laid before Parliament, and you are at libeity to 
make use of the facts contained m it in replying to any inquiries 
which you may recei\e on the subjects dealt wnth 
I am^ etc , 

CURZON OF KeDLESTON 

U S Senate, 66th Congress, 2d session, Senate Doc No 272, 
Mes^ige f}G?n. the FrCi.^dert of IS rite i States^ i,i response 

TO the Se7-’a*e re^o^ liion of lo, ip 2 o^ a refort by the Secrehirv of 

ivih acconifajin-^g irclos^nes^ vz regard to nnfosed by 

veriairi foreign conrti upon ctPzeni> of the TJrited States in prospecting 
for 07 acq-' iring lands contauhng peirolemn exnhm the tervtory under 
tl^e Uir^idicii.Gi^ ant influence of snch countries^ Ma\ 17, 1920, U S Fed- 
eral Trade CoinmissirJn, op cn , pp 15-22, and 39-64 

Dispatch Jo Hi Ma-'es^Sc dinhaisador at adimgton^ inclosing a 
Meniorandiim on ^he Fetrol^' Si^uation^ Earl Curzon of Kedleston to Sir 
A Geddes, Foreign Omcc, April 21, 1921 
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The figures which have been quoted indicate that^ although 
the consumption of Great Britain per head is c<ily about one-sixth 
of that m the United Sjiate'i, her requirements are, nevertheless, 
very large, and are at present met almost wholly from foreign 
countries at an extremely high cost Much has been wntten as 
to the^so-called closed door policy in the British Empire, but 
even if such a policy was in force it would surely not be difficult 
to find arguments m its favor m \iew of the very serious position 
of the British Empire as regards petroleum supplies It is pro- 
posed, however, to deal with each part of the Empira m turn, 
stating also the position of Egvpt, and to show what the charge 
as regards the closed door ’’ really amounts to ^ At the same time 
a brief note will be given of the production and prospects of each 
terntory 

On the basis of this memorandum and of the several com- 
pilations made by branches of the American Government, 
the oil restriction situation throughout the British Empire 
may be summarized as follows 

Each dominion or colony has its own legislation on the 
subject of the petroleum industry Because of the prac- 
tical importance of the fields there, restrictions in Burma 
are perhaps of chief interest The British government it- 
self drankl}^ states that in British India, prospecting or 
mining leases have been, in piactice, granted only to British 
subjects or to companies controlled by British subjects ’’ 
Exclusion in Burma was established by a proclamation signed 
by Queen Victoria and Lord Salisbury, Secretary of State 
for India, on September 24, 18S4, and on Amgust 23, 1885,^ 
a blanket concession v/as given to the Burma Oil Company, 
Ltd , protecting 2 t from competitive exploitation by outside 
enterprise for opQ/ears 

As noted above ii is most significant that the Burma Oil 
Compan}" is partl}^ owned by the Anglo-Persian Oil Com- 
pany, of vmich in turn the British Governntent ®own^ the 
trolling stock It is consequently not? strange 'fhat American 
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interests liave been unsuccessful m attempts to obtain oil 
concessions in British India;, and that m 1902 an American 
Consul General was infocmed that 'the Government of India 
did not desire to introduce any ilmerican oil companies or 
their subsidiaries into Burma It was even reported that at 
one time the Shell Company endeavored to obtain a conces- 
sion in Burma and that this was denied because it was feared 
there was a com.bination between that company and the 
Standard Oil Company, of the United States 

In Brunei (British Borneo), Nigeria^ British Guiana^ 
British IJoncluras, and Trinidad, m the case of private 
lands there is no nationality restriction, but the lessees of 
Crown or alienated lands Hands, the surface of which has 
been alienated by the Crown for agricultural purposes since 
January 17, 1902), must be British subjects or a British- 
controlled company Exploitation in the northern terri- 
tory of Australia is confined to British registered companies, 
and apparently the same is true of western Australia, while 
in Queensland petroleum is the property of the Crown The 
Australian Government is reported to have contemplated 
exclusion of all aliens from oil operations in mandated New 
Guinea In British East Africa apparently all aliens are 
excluded and in the Gold Coast colony concessions are 
granted only to British subjects or British-controlled com- 
panies In the Federated hlalay States, although there are 
no specific restrictions, concessions apparently are granted 
onjy on approval by the British Government. In Canada 
petroleum exploitation is limited to British-registered com- 
panies and a law was recently passed siiflilar to the 1920 
reciprocity law of the United States, but the operations of 
a subsidiary of the Standard Oil Co have been noted Seem- 
^gly there is no legislative nationality restriction in British 
North Borneo, «Saraw^k, Somaliland, Jamaica, Barbados, 
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Union of South Africa, New Zealand, or the United King- 
dom On the other hand, it has appeared \o be the British 
policy to attempt to practice compleJe alien exclusion in the 
mandated areas, although correspondence with the American 
Government appears to have modified, atjeast nominally, 
this attempt 

The above summary indicates a mixed situation through- 
out the British Empire m the matter of foreign oil exploita- 
tion, with certain cases of non-exclusion, arvi certain cases 
of exclusion, that is, with a considerable amount of dis- 
crimination between British nationals and foreig«i rmtionals 
although apparent!}^ without any discrimination between 
nationals of tUrd countries — if, indeed, the former may 
properly be termed discrimination in the strict sense of the 
word. However, the facts reviewed above have to do largely 
with legislative provisions, and probably do not and cannot 
adequately picture the entire situation as it is affected by 
regulations and discretionary administrative actions 

Taking all factors into account, the United States De- 
partment of State has stated 

In general each dominion and colony has its own legislation 
on the subject of the petroleum industry 

The policy of the British Empire is reported to be to bring 
about the exclusion of aliens from the control of the petroleum 
supplies of the Empire and to endeavor to secure some measure 
of control over oil properties m foreign countries This policy 
appears to be developing along the following lines, which are 
directly or indirectly restrictive on citizens of the United States 

I. By barring foreigners and foreign nationals from owming or 
operating oil-producmg properties in the British Isles, colonies, 
and protectorates 

2 By direct participation in owmership and control of petro- 
leum companies 

3 By arrangements to prevent British oil, companies frorr^ 
selling their properties to foreign owmed or controlled companies* 

U S. Senate, of at , p. 4, 
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® ® ® 

4 By orders in council that prohibit the transfer of shares in 
British oil compames to other than British subjects or nationals 
It IS understood that tbe British Government has a controlling 
interest m the Anglo-Persian Oil Company And that it has also 
assisted in the development of the Papuan oil fields by bearing 
one-half of the expenses and contributing experts ^ 

It may be of some significance that by general license of Sep- 
tember ij 1919, prohibited transactions under the regulations of 
the Defense of Realm Act were again permitted except as such 
transactions might relate to oil-mmmg property (Cablegram from 
London, October 18, 1919, Consular reports from London, Octo- 
ber 21, 1919, November 8, 1919 ) 

According to recent reports prospecting for petroleum is lawful 
in the Un34:ecLKingdom only by the Board of Trade or the Minister 
of INIumtions or persons authorized by them Similar regulations 
apply to working a petroleum property The only drilling now go- 
ing on m the United Kingdom for petroleum is being done by S 
Pearson & Son (Ltd ), as petroleum development managers to the 
Government 

It is said to be unlawful for a British citizen, without the 
consent of the Board of Trade, to transfer to an alien or to a 
foreign-controlled company any interest in a company controlling 
an oilfield in the L^nited Kingdom (Defense of the Realm Act of 
1915 as amended JDctober 23, 1917, Regulation No 30, BE ) 


The N etlierlands"’ policy is of practical importance ih the 
Netherlands East Indies There a discoverer of petroleum 
is not necessarily entitled to a mining concession, and the 
mimng rights belong only to the Government, or to persons 
or companies holding contracts for the purpose with the 
Government The individuals must be Dutch subjects who 
are inhabitants of the Netherlands or of the Dutch East 
Indies, and the companies must be incorporated under Dutch 
laws either in the Netherlands or the iJtitch East Indies 
and have on their boards of directors a majority of Dutch 
subjects The granting of such concessions is apparently 
^stibject both to administrative action, by the Governor-Gen- 
eral, and to "special national laws specifying certain com- 



SPECIAL WORLD RESOURCE PRQBLEM 5.33 

panies Tfie practical monopoly of a subsidiary the 
Royal Dutch-Shell grou}^ of producing heldSj and its in- 
direct advantages to British interests^ have been mentioned 
abova. There is also a Nederlandsche Koloniale Petroleum 
hlaatschappij, a subsidiary of the Standard Oil Company, of 
New Jersey, Vvhich has small holdings m the islands, these 
holdings having been acquired not directly from the^ Govern- 
ment but fiom third parties and under a former law which 
provided that discovery of a mineral under a prospecting 
license gave the right to a concession These Jiol^dings are 
said to be of little commercial value, and the company claims 
to have been refused new prospecting licenses At one time 
It was considered iha^ the so-called Djambi fields, in south- 
central Sumatra, were the onl}’ remaining, undeveloped 
fields of any importance In 1920 a bill was introduced 
m the Netherlands Parliament authorizing exploitation of 
these fields, and a memorandum accompanying the bill indi- 
cated that exclusive concession rights vrere,to be granted to 
the Bataafsche Petroleum Company, the Royal Dutch-Shell 
subsidiary The United States Government made repiesen- 
tations in the mattei, pointing out that American citizens had 
found it practically impossible to acquire petroleum proper- 
ties in the Dutch East Indies and that Netherlands subjects 
had obtained valuable oil properties in the United States, 
and declaring that 

While it IS recognized that this agreement provides for the 
disposition of only one field, it is understood that this field in- 
cludes the most vaTuable of the remaining prospective petroleum 
territories in the Netherlands East Indies, and that American com- 
panies thus far have been unsuccessful in requests for a share m the 
concession Frankness requires me to state that the disposition of 
this field at the present time, in the manner stf^ulated by the 

Note of the U S Defart 77 ^e,i-t of State to the V eiherlanis LegaUotJ 
at W asInngto 7 iy ember 2, 1920 
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posed agreement, impresses this Government as an indication of 
a policy to evxlude companies controlled by American citizens 
from the petroleum industry of the Netherlands East Indies 

The bill, however, was adopted wuthout modificationr The 
question is said to have continued to be the subject of cor- 
respondence between the twx governments, and it has been 
unofficially rumored that the Dutch Government would not 
object to A.merican petroleumL participation in the Dutch 
East Indies if tms could be accomplished in such a wmy as 
to prevent the opening of that territory to oil companies of 
certain third countries However, the exclusion situation, 
although noi nominally discrimunatory against the nationals 
of any particular foreign country^ «remams substantially 
unchanged, administratively if not legislatively 

The oil restriction policies of other European govern- 
ments vary The policy of France for France and French 
cerritor.es, though not definitely expressed in a compre- 
hensive law^ apparently excludes all companies not under 
tw’O-thifds French control Practically the same is true of 
Italy' Poland seemingly welcomes foreign capital for petro- 
leum development In Greece the Anglo-Persian Oil Com- 
pany, Ltd , ( British) holds exclusive concessions in certain 
parts of Macedonia A decree of November 27, 1918, m 
Rumania expropriating certain oil lands held by native and 
s^oreign owners, reselling them to peasants, and reserving 
subsoil rights to the Government, does not appear to have ap- 
pieciably eliminated foreign oil interests. - At a time wEen 

20 A«French law of Septeipber 9, 1919, pro\ided for nationalization 
of all mineral resources, and it apparently became the policy to regaid all 
applications for concessions m the Lght of public interest ” It is not clear 
whether this law cotered petroleum It is beheted, however, that two- 
^tkircis of the dwectoi^o of a new Oii enterprise would have to be French, 
and that this woultl apply to French West Africa, and Madagascar, 

and possibly' to Mcfrocco and Tuns The French statement in the San 
Eemo agreement {yiide mjra) bears out this requiremenj^ 
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the Rumanian nationalization laws had been in existence 
more than two years, these laws providing for the gradual 
conversion of foreign* companies tb Rumanian ownership 
over a period of ten years, it was indicated that foreign 
concerns, especially of American and DutcVShell affiliation, 
were still conspicuous and were non-nationalized ’’ The 
Soviet regime m Russia nationalized petroleum resources 
and took control of them regardless of owmership, and with- 
out compensation. The effect of the gra4ual moderation 
of Soviet economic policy remains to be seen 

In Asia there are many cases of non-alien e|:cliision, al- 
though exclusive concessions to nationals of one country 
may indirectly exclude other foreign nationals in given 
areas. The Soviet regime some time ago was reported to 
nave granted an oil concession, under restricted conditions, 
to American interests m Russian Sakhalin, this later con- 
flicted with certain Japanese claims in that part of the island 
Further Russian concessions to foreign oil interests an Asiatic 
Russia in the future are not inconceivable Despite cer- 
tain nominal national laws ostensibly restiictmg foreign 
mimilg companies, foreign oil concessions have been gi anted 
m China, notably to Ameiican interests but there has been 
no appreciable aevelopment there Japan, under its mining 
law of 1905 restricts all mining i.ghts to Japanese subjects 
or companies The Peisian situation has been one of much 
interest There under the concession system, the Anglo-’® 
Persian Oil Company, Ltd (Biitish), holds title to petrg- 
leum rights m the^southein provinces, where it has an impor- 
tant output Russian mierests in previous decades were ac- 
tive in endeavoring to obtain rights m northern Persia In 
1901 a sixty-year concession covering three and a half of the 
five northern Provinces tvas supposed to ha\^e been granted tb . 

U S Departirent of Commerce, April 25, 1927 
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one Koshtaria, and later the Anglo-Persian Company claimed 
title do this concession by purchase^ but the validity of the 
grant was questioned ^ American iifterests have also at- 
tempted to obtain Persian concessions Plowever, the prac- 
tical situation is one of production in southern Persia by the 
British company 

In the Western Hemisphere the Canadian situation has 
been noted There seems to be no alien exclusion in Costa 
Rica, Bolivia, Venezuela, Ecuador, Colombia, or Peru; 
although m Peru foreign exploitation is debarred in frontier 
zones fif-ty -hilometers wide^ and a recent Colombian law 
reserved to the Government ownership of oil on public lands 
and right to authorize any drilling Guatemala permits 
leases for the acquisition of oil deposits only for native-born 
or naturalized citizens^ and transfer of such leases only by 
direct authority of the Government and only to its own 
nationals The Government of Argentina is reported, some 
time since, to have barred oilfields fiom private ownership, 
and it i^s itself active m production and refining 

Great interest has attached to the petroleum situation in 
Mexico, where oil production for a number of years vfds in 
amount second only to that of the United States, although 
declining and where oil interests from the United States 
have predominated in that pioduction, followed by interests 
of British and other nationality. Before 1917 foreign ac- 
■"quisition and development of oil properties proceeded freely, 
Uit the new^ Constitution of that year declared such rights 
to belong originally to the government, and provided for 
their grant to foreign nationals under restricted conditions 
Such mineral rights, it was provided, could be freely and 
fully acquired by Mexican citizens or companies They 
-- Could be granted" by the nation to foreigners but only if the 
latter would agree to s&rrender diplomatic protection in that 
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respect, and only under limited tenure, an4 as direct foreign 
ownership they werg C9mpletely ^prohibited m frontier 
zones. Articles 27 and 33 read m part as follows 

27 The ownership of lands and waters wnthm the limits 
of the national territory is vested ongmaliy 11? the nation, which 
has had and has the right to transmit title thereof to private per- 
sons, theieby constituting private property 

Private property shall not be expropriated except for cause of 
public utility and by means of indemnification. 

The nation stiail have at all times the right tofimpose on private 
property such limitations as the public interest may demand as 
well as the right to regulate the development of natural resources, 
w^hich are susceptible of appropriation, m order to A)nserve them 
and equitably to distribute the public wealth In the nation is 
vested direct ownership of all minerals, petroleum, and ail hydro- 
carbons — solid, liquid, x)r gaseous 

Legal capacity to acquire owmership of lands and waters of 
the nation shall be governed by the following provisions 

I. Only Mexicans by birth or naturalization and Mexican com- 
panies have the right to acquire owmership in lands, waters, and 
then appurtenances, or to obtain concessions to develop mines, 
waters, or mineral fuels in the Republic of Mexico The nation 
may grant the same right to foreigners, provided they agrge before 
the Department of Foreign Affairs to be considered jMexicans m 
respect to such property and accordingly not to invoke the pro- 
tection of their Governments in respect to the same, under penalty, 
in case of breach, of forfeiture to the nation of property so ac- 
quired Within a zone of 100 kilometers (62 14 miles) from 
the frontiers, and of 50 kilometers (31 07 miles) from the sea- 
coast no foreigner shall under any conditions acquire direct owmer- 
ship of lands and waters 

IV Commercial stock companies may not acquire, hold, or 
administer rural properties Companies of this nature which m^y 
be organized to develop any manufacturing, mining, petroleum, 
or other industry, ^xepting only agricultural industries, may ac- 
quire, hold, or administer lands only m an area absolutely neces- 

22 While the term ^public utilit} ’ ma\ be some\\hat misleading, it 
IS felt that that of ^public use ’ may be e\en more so The same expression 
por causa de utihdad publica ' ) is to be found m tl% 185*^ Constit^i- 
tion, and has always been interpreted by the courts of Mexico In the sense 
of public interest, as in the case of land expiopnawd <for the surface work 
of a mine, etc (H N B ) ” (Comment m Sen Doc translation/ 
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sary for their establishments or adequate to serve the purposes 
indicated wJtiich the executive of the union or of the state in each 
case shall determine ^ ^ r 

Art. 33 Foreigners are those who do not possess the qualifica- 
tions prescribed by Art 30 (birth or naturalization) Thyy shall 
be entitled to the oughts granted by Chapter I, Title I, of the pres- 
ent Constitution, but the executive shall have the exclusive light 
to expel from the Republic forthwith and without judicial process 
any foreigner whose presence he may deem inexpedient 

No l&reigner shall meddle m an\’- way whatsoever m the politi- 
cal affairs of th^ country (The Mexican Review for Alarch 
1917 ) (Printed m U S Senate Document cited above ) 

Under tliese articles various decrees were issued affecting 
previously established American rights, although the new 
constitution, like the one it superseded, provided against 
giving retroactive effect to any law to the prejudice of any 
pel son Referring to the first of these decrees, relating to 
taxation, the Government of the United States, while not 
denying the national competence of Mexico to nationalize 
property, objected to the retroactive and confiscatory effect 
of the interpretation and enforcement of the Constitution. 
The Government stated. " 

While the United States Government is not disposed to request 
for its citizens exemption from the pav’^ment of their ordinary and 
just share of the burdens of taxation so long as the tax is uniform 
and not discriminatory in its operation, and can fairly be con- 
^sidered a tax and not a confiscation or unfair imposition, and while 
the United States Government is not inclined to interpose in be- 
half of Its citizens in case of expropriation of private property for 
sound reasons of public welfare, and upon just compensation and 
by lecal proceedings before tribunals allowin'^ fair and equal op- 
portunity to be heard and giving due consideration to American 
rights nevertheless the United Slates cannot acquiesce m any 
procedure osiensibl} or nominally m the form of taxation or the 
€j:ercise of eminent domain, but really resulting in confiscation of 
private rights and arbitrary deprivation of vested rights. 

^ Note to tke Gozennmnt of Mexico^ April 2, 1918 
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Since that time the matter has been the^subject of vanous 
Mexican laws, decree, and supplepiental circulars for the 
enforcement of Article 2 7, and of continued correspondence 
and i\egotiatiOR between the United States and Mexico, 
having affected even the question of recognition of certain 
Mexican governments. For example, the so-called Warren- 
Payne Agreement of 1923 dealt largely with this ^question 
and preceded American recognition of the Obregon regime 
in Mexico But the difficulty did not end'with that agree- 
ment and continued to be the subject of dispute between 
the two countries Throughout this time the American Gov- 
ernment continued to insist that the Constitution of 1917 
and the vaiious subs<^quent laws and decrees must not de- 
prive American nationals of diplomatic protection in the 
matter of their mineral rights and must not have retroactive 
or confiscatory effect upon such mineral rights"^ 

Tht Mexican attitude was ostensibly that nationalization of petro- 
leum, as of other mineral resources, was a desirable polic-v, and that 
to effect this it was necessary legally to alter certain foreign Rights, but 
that this would be done with little oi no practical injustice to the holders 
of tlx)se rights A claim sometimes made is that American and other for- 
eign mining interests, particularly petroleum interests, had obtained such 
a large hold upon Mexican natural resources that their dispossession was 
necessary in oider to reestablish that count!} X economic independence and 
to enable it to establish economic democrac} within its borders, but the 
repl} IS made that e\en if this assumption were granted it cannot justify 
the use of illegal means to attain the end It is also sometimes charged by 
hostile critics that the dispute has been gi\en greater attention than it othejj^- 
wise would ha\e recewed because of special influence enjO}ed by large oil 
companies with the American Goyernment The answer to this ob\iously 
has been that petrokum interests were naturally most acti\e in appealing 
for go-\eT-nment supp^)rt because they were the interests most largely and 
directh affected b\ an illegal procedure A charge of the ot«er extreme 
has been that the recent Mexican regime is under So\ let influence 

Aside from the more extreme charges, the problem as it has developed 
in the decade subsequent to 1917 may be briefly summarized as follows 
After the adoption of the Constitution of that \ ear* the *\merican Go'' aj^n- 
ment made \arious protests, such as that of Apr.l 2 i«iS The tenor oT 
the replies was that the Constitution in itselr had p actical effect upon 
American pctiolqum Tights and that protest should b^ ruser-ved’^for such 
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^ time as laws appl^^ig it should have such effect, and the same argument 
was •extended to a distinction between laws and decrees enforcing them 
and between decrees and actual presidential "interpretation and applica- 
tion of them In the course of time, however, law^s were passed, such as 
the Alien Land Law (‘'‘Organic Law of Fraction i of Article 27 ot the 
Constitution”) and the Petroleum Law, and decrees and circulars were 
issued, which clearl} showed the intention of the Mexican Go\ ernment 
Following an intertai of non-recognition the Payne-Warren Agreement 
v\as signed on August 2, 1923, b\ wmich the Mexican Commissioneis part} 
to the Conference at whicii it was drafted, gave such assuiances as led 
the Unitdci States Got ernment to recognize the Obregon regime as the 
Gov’ernmtnt of Mexico Later, howeter, steps were taken by the Mexican 
Goternnicnt (under President Callcs) which seemed to the American Got- 
ernment to repudiate these assurances 

Follow/ mg. is an unofficial stnops’s of a verbal statement of the 
Mexican position at the end of 1926, as made by Senor Antonio Castro 
Leal, Sucretaiy of the Mexican Embassy at Washington, in an address de- 
bt L*ed at a '•‘Conference on American Concessions Abroad,” Washington, 
Decc’ iber 1 1, 1926 ^ 

I The doctrine that subsoil rights belong to the State is not new or 
unique, hating been found m tarious countries in various periods 
of h stort 

11 The foimcr laws of Mexico, such as those of 1S84., 1892, and 1909, 
ernbod’eJ this doctrme With respect to minerals, but the Diaz regime 
made* an exception of petroleum 

III The polict of the Mexican Got ernment, under the Constitution of 
19^17 was as follows, to be effective Januar}- i, 1927 — 

1 Property ’s considered to be held as petroleum property if^ 
and onlt if, intention is shown, for example if it was stated 
m tne purchase contract that the property was bought for the 
detelopment of underlying petroleum or if the price paid by 
present owners was such as to indicate that the land had been 
purchased on account of its petroleum bearing value There 
must a “positive act” as a basis for confirmation of title 
b\ the MeXiCan Government 

2 Foreign owners of petroleum property in fee simple must ap- 
pl\ for confirmation of t-tle and for conveision of such t’tle 
to t-tle bv concession onlv, the concession to run for fift} 
vea^s and to be renewable at the discmtion of the Mexican 
Government for another fiftv }ears While title in fee and 
title bv concession are admittedly different, petroleum pro- 
duction IS so rapid, that a loo-vear period is ample time for 
obtammg all oil beneath a given acreage 

3: Agricpltural land owning corporations must be 50% Mexican 

4 Surface dand ownership rights, as contrasted with subsoil rights, 
are to remain as heretofore, except that in jihe frontier zones 
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foreign owneiship is forbidden, present foreign owners, if 
natuial persons, in such zones to be pei gutted to letain suc]j 
land in such zones until death, and their heirs to retain if fi\ e 
^eais thereafter or rtr a longer period if the Mexican Go\ern- 
ment should permit it in a guen case in order to present 
forced and unprofitable sale Corporations aie gi\en ten }tais 
[0 dispose of holdmgs ^ 

Diplomatic protection rights of foreigners remain as always 
except in matters of ownership of or concessions to real piop- 
ert\ (mineral or otheiwise), and will be recognized e\en in 
such matters if in a gi\en case it can be shown that t^e foieign 
national has submitted his diSculu to the courts of the land 
aiid has been denied justice or has suffered^ such judicial dela\ 
as to amount to denial of justice by such oidinary judicial 
processes 

The official position of the two go\ernments was summarized and 
cr'vstalized in an exchange of notes in 1926 The last four of these notes 
consisted of one of July 31, 1926, from the Secretaiy of State of the Mexi- 
can Mimstei of Foieign Affiairs, one of October 7, 1926, in reph, another 
American note to Mexico of October 30, 1926, and another Mexican repl\ 
of No\ember 17, 1926, they w^ere made public No-' ember 24, 1926 (Press 
releases by U S Department of State) The respectne attitudes embodied 
in these notes may be briefiy summarized as follows 

The Mexican notes express these \iews (i) Conceptions of the doctrme 
of ^‘positive acts” and of the distinction between xested rights and con- 
ditional rights, and between permanent rights in fee^ and limited rights, 
differ from the American conception The \ested right of ^ natural 
person is only for life, and the Mexican Go\ eminent is granting such 
right,'* in its nationalization procedure, while the \ested right of an arti- 
ficial person (corporation) might ne\er end, and it is therefore necessary 
in effecting nationalization to set a time limit for the disposal of corpoiate 
rights (2) The requirement of confirmation of rights is not retroactne, 
since It applies to an act not in the past, but in the future (3) The 
Pavne-Wairen agreement (a) was signed by the Mexican Commissioners 
with reservations concerning positive acts to confirm titles and did not pre- 
^ent the steps now being taken bv the Mexican Government, (Z^) v^as not 
ratified by the Senate of either countrv and ihcicfore did not have the 
force of a treaty, and (c) was not understood bv Mexico as a condition 
of Amciican lecogni^on (4) The American Government should not ob- 
ject to laws and decrees as such, and should not protest except by presenting 
concrete cases of injustice to American nationals ^ 

The American notes (i) firmlv reasserted the legal principles of vested 
rights, of permanent and unconditional ownership m fee, of positive acts,” 
as applying to appropriation of subsoil rights by surface owners, and of 
the retroactiye confiscatory effects of the Constitution *of 1917 and 4^f 
subsequent laws and decrees (2) Thev cned the minutes of the Warren-^ 
Pa}ne Conference of August 2, 1923, as foifbws 
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Fmalfy, in 1928, this problem of American petroleum 
Hghts in Mexico* appeared to be settled. A decision of the 
Mexican Supreme Courts late in i92 7yhad constituted a step 
in this direction A further step was the amendment, by the 
Mexican legislature, of the Petroleum Law. {VidC press 
release by the U S Department of State, January 12, 1928: 
Translation of Law Amendmg Articles 14 and 15 of the 
Mexican Petroleum Law, Published m Dtario Officiale Janu- 
ary ID, ip28 , the President of Mexico Signed the Amend- 
ing Act on January j, ) Presumably following fur- 
ther discussions of the exact application of the new law, and 

The American Commissioners ha\e stated in behalf of their Govern- 
ment that the Government of the United States now reserves, and re- 
serves should diplomatic relaUons betv\een thr two countiies be resumed, 
all the rig-hts of the citizens of the United States in respect to the sub- 
soil under the surface of lands m Mexico owned by citizens of the 
Un ted States, or in which they have an interest in whatever form owned 
or held, under the laws and Constitution of Mexico in force prior to 
the promulgation of the new Constitution May i, 19175 and under the 
principles of mternaconal law and equity’’ 

(3) Tbtv refer furtiier to the Conference of 192,3 and state — 

“ Without the assurances received in the course of that negotiation recog- 
n.t on CO aid not, and would not have been extended and my Government 
co^fidentlv relies upon the fulfillment of the assurances then given 

(4) Thev summarize the dispute as follows 

The correspondence discloses little, if any, variation or difference of 
op raon w.th respect to the statement of certain principles which we have 
agreed Ue at the bas^s of our consideration of these matters Let me 
enumerate these fanda rental ideas or principles 

“First LawfuiA vested rights of property of every description are to 
be respected a”d preserved m conformity with the recognized principles of 
internatmral and of equ tv 

“ Second The srei^eral understanding reached by the commissioners of 
the two coontiaes 1923, and approved by both govs^rnments at the time 
of resumpt on of diplomatic relations between them, <g;ands unmodified and 
Its bmdipg-force is recognized 

“ Thmd The prmCipIe of international law that it is both the right and 
the dutv of a gov ernment to protect its citizens against any invasion of their 
rights of person or property bv a foreign gov^ernment, and that this right 
may' not be contracted ^^way the individual is conceded 
^ “ Fourth 'The principle that vested rights may not be impaired by legis- 

lation retroactive m character or confiscatory in effect is not disputed ” 



SPECIAL WORLD RESOURCE PROBLEM 543 

issuance of executive decrees for its enforsement, the ^^ate 
Department, in a pres« release of March 27, 1928, made the 
following announcement: 

The petroleum regulations just promulgated by President 
Calles constitute executive action which completes the process be- 
ginning with the decision made by the judicial branch of the 
Mexican Government on November 17, 1927, and followed by the 
enactment of the new Petroleum Law by the legislative branch on 
December 26 last ^ 

“ Together these steps voluntarily taken by the Mexican Gov- 
ernment would appear to bring to a practical concl^isicn the dis- 
cussions which began ten years ago wuth reference to the eftect of 
the Mexican Constitution and laws upon foreign oil companies 
The Department feels, as does x^mbassador Morrow, that 
such questions, if any, as may hereafter arise, can be settled 
through the due operation of the Mexican administrative depart- 
ments and the hlexican courts ’’ 


These and other, unofficial, reports indicated that the 
main outlines of the settlement, by judicial, legislative, and 
executive action, and by informal diplomatic understanding, 
werc'as follows (i ) Titles legal before 1917 tvere confirmed 
(2) Where these titles were permanent, surface ones, that is, 
constituted outright ownership, this confirmation is valid in 
perpetuity Where rights involved a time limit, as in leases 
of petroleum rights, the confirmation is made accordingly. 
In other words, the alleged Mexican attempt to convert fee? 
simple, vested ’’ rights to 50-year concessions was with- 
drawn (3) Agreement wras reached concerning “positive 
acts The Mexican position had been that, acco^-ding to 
ancient Spanish legal theory and basic Mexican jurispru- 
dence, sub-soil rights are vested in the state and are only 
held by individuals and corporations as a resuD of an express 
or implied grant by the state Thei Mexican Government, 
therefore, had^held that private ownership of land did not 
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car^y with it petroleum rights unless there had been “ posi- 
tive acts.” for example, mnless theowrers had actually begun 
petroleum operations or had acquired the land with specific 
intent to engage m such operations In the present “under- 
standing,” It was reported, the American Government con- 
ceded the basic concept of original ownership of sub-soil 
rights by the ^Mexican State, but the hlexican Government, 
on its part, defined the term “ positive acts ” more hberally 
and in accordance with the “ Pajme-Warren Agreement ” of 
1923 This 1928 settlement, however, is reported to be un- 
satisfactory to American oil groups 

It would be inaccurate to regard this difficulty between 
the United States and Mexico as simply a conflict over respec- 
tive shares of a highly important mineral resource, in one 
sense it has been a dispute over established rights and has had 
to do with law and equity But it would be equally aside from 
the facts to fail to recognize that it arose over a matter of 
economic rights, — rights to an important industrial resource 
These Sre typical of the various rights which legal doctrines 
and concepts of international equity are designed to protect, 
and it is of no small significance that international relations, 
when they are ones of conflict as when they are ones of con- 
cord, in actual practice so frequently and so largely, and in 
occasional instances so spectacularly, revolve about economic 
-interests of this sort 

There is finally, the restriction situation in the United 
States The only American restrictions on foreign owner- 
ship artd operation of petroleum and otSbr mineral proper- 
ties in the United States are those pertaining to minerals 
contained in public lands Prior to 1920 only American 
citizens,^ or those who had declared their intention of be- 
coming American citizens, could apply for patents to such 
lands; but after the application was made there was no re- 
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striction on the transfer of mineral rights thus^secured, and 
companies incorporated m the United Stales, regardless 
ownership, could mak^ application for such patent More- 
over, acquisition and transfer of other mineral properties, 
that iS) other than m public lands, were ^nd are entirely 
open to aliens After the World War, however, there was 
some agitation over this, particularly m view of reports 
of exclusion of American citizens from mineral exploitation 
m various foreign countries Consequently flongress passed 
a Federal Leasing Law m 1920, known as ^^an act to pro- 
mote the mining of coal, phosphate, oil, oil sh^e, igas, and 
sodium,^’ which contained in the first section a reciprocity 
provision This clause read That citizens of another 
country, the laws, customs, or regulations of which, deny 
similar or like privileges to citizens or corporations of this 
country, shall not by stock ownership, stock holding, or 
stock control, own any interest in any lease acquired under 
the provisions of this Act ’’ But, as mentioned above, this 
applies only to public lands of the Federal* Government 

At this time and subsequently the x^merican Congress 
becailie interested in determining the exact status of Amer- 
ican nationals in petroleum exploitation abroad, and of exist- 
ing cases of foreign petroleum exploitation within the United 
States This interest resulted, not in legislation or in any 
major change in American policy at home or abroad, but 
in the publication of interesting compilations of facts 

Early m 1920 the Senate adopted a resolution requesting 
the President to iMorm the Senate 

First, as to what restrictions, if any, are imposed either directly, 
or indirectly, by France, Great Britain, Holland, Japan, or any 
other foreign country, or the dependencies thereof, upon the 
citizens of the United States m the matter t)f prospecting fdr 

Public, No 146, 66th Congress, Approved February 25, 1920 
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petroleum, or *111 the acqmstion and development of lands con- 
taining the same ^uthm the territory subject to the jurisdiction 
and Influence of such countries ^ 

Second, if such restriciions exist, what steps have been taken 
by the Government of the United States to secure their removal 
and equality of treatment m respect of citizens of the United 
States ^ 

Third, if any restrictions are imposed by the Government of 
hlexico upon citizens of the United States m regard to the ac- 
quisition^ or development of petroleum-bearing lands within its 
jurisdiction which are not imposed upon nationals of other foreign 
countries ^ 

Fourth if any such discrimination restrictions are imposed by 
the Government of hlexico upon citizens of the United States^ 
what steps have been taken by the Government to secure removal 
of such restrictions and the equality of treatment in respect to 
citizens of the United States 

The President responded, a few months later, with a 
message transmitting a report by the Secretary of State, 
surveying the situation as requested 

In 1922 the Senate called upon the Federal Trade Com- 
mission, not only for further information concerning pos- 
sible di^rimmations against American citizens in petroleum 
exploitation abroad, but also for facts concerning existing 
cases of operations of foreign oil interests in the United 
States. The resolution read. 

Resolved, That the Federal Trade Commission investigate and 
report to the Senate respecting the ownership by persons who are 
pot citizens of the United States of the shares of the Union Oil 
Company, a corporation of Delaware, the Union Oil Company^ a 
corporation of California, and the Shell Oil Company, a corpora- 
tion of California, the interrelations between 3 aid corporations; 
the interest of said corporations in other (?urporations in the 
United States, whether or not Great Britain, the British Domin- 
ions, Holland, Rumania, or other countries having oil lands within 

U S Senate, 66tn Congress, 2d session, Senate Document, No 272 
{0^ - 

U b Senat>?, 67th Congress, 2d session, Senate Resolution, No 311, 
adopted June 29, 19^2 ^ 
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their territories discriminate against American citizens with re- 
spect to the ownership of oil lands, or with i aspect to the owner- 
ship of shares m corpor^^tion^i which ar^ organized to exploit and 
develop oil lands or engage m the production of petroleum, the 
acreage of oil lands in the United States which is held, by lease 
or otherwise, by said Union Oil Company, a coloration of Dela- 
ware, the Union Oil Company, a corporation of California, and 
the Shell Oil Company, a corporation of California, and their 
subsidiary and afhliated companies, the acreage of oil lands which 
has been acquired by said corporations, or any of them, within 
the last year, and what measures are being pursued by said 
corporations to further extend their holdings oPoil lands within 
the United States 

f ^ 

The resulting report of the Federal Trade Commission 
in the following year disclosed activities of British-Dutch 
interests in the American oil business to an extent which had 
not been generally known 

At the same time it was officially indicated that the 
United States Government was enforcing the reciprocal ex- 
clusion provisions of the Leasing Law of 1920, it being un- 
derstood that the Royal Dutch-Shell interests, as represented 
by the Shell Company of California and the Roxana Petro- 
leum Corporation, had made several applications for leases 
under that law, and that these were not granted but re- 
mained under consideration by the Interior Department, 
which ruled that the Department — 

must be satisfied of the qualification and right of the applicant 
Shell Company before any permit or lease to it is granted It is in- 
cumbent upon the applicant company to prove its qualifications 

Finally, it shouM be noted that there have been proposals 
to add to the limited effectiveness of the Leasing Law of 1920, 
and to establish reciprocity m the development of American 


These activities have been briefly described in’ the foregoing para- 
graphs of this chapter ^ ^ ^ 

29 u S Federal Trade Commission, of cit ^ pp 37-38. 
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petroleum properties, not simply m respect to the public 
lands, but for the entire field 

Typical of these pfroposals was "the so-called “ Curtis 
Bill,” introduced in Congress as early as October 30, 1919, 
but not passed . This plan would have provided that no 
citizen or subject of a country which prevents or prohibits 
American citizens, because of their nationality, from being 
shareholders or operators m any undertaking for the develop- 
ment of mines and minerals, including petroleum, “ or which 
limits the number of shares which may be held by American 
citizens dn r-^uch undertakings,” or “ places restrictions on 
American citizens holding any position in the company or 
on the board of directors or similar control body,” should 
be permitted to acquire or develop similar properties in the 
United States or its dependencies The bill would have 
equally debarred any alien company which prohibits or 
restricts participation of American citizens, and an enacting 
clause would have directed the sale of any foreign holdings 
in the ynited States coming within the prohibition laid down 
The petroleum restriction situation throughout the world 
may be recapitulated as follows (i) The policy of excfiision 
is practiced in many, although not in all, countries and 
colonies outside of the United States (2) This exclusion 
is discriminatory in the sense of not being on the basis of 
national treatment or of reciprocal treatment, and may be 
termed a “closed-door” policy (3) From the legislative 
viewpoint in few if any cases is it discriminatory m the strict 
sense, or the sense m which that term^s most frequently 
used m' international relations, that is, the governments in 
few if any cases legislatively discriminate between foreign 
nationals of second and third countries (4) The exclusion 
policy is particularly found among nations having important 

U S '^Senate, *6 6th Congress, ist session, S 3334 
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petroleum resources^ especially in their territorial posses- 
sions and dependencies ( 5^ In addition to legislative exclu- 
sion there are also cases of restriction of a contractural 
type, as in agreements between governments and nationals 

” 'S , _ 

for exclusive working of given areas, and of^restriction of an 
administrative type, as m the granting of concessions within 
the discretion of executive officials (6) These contractural 
and administrative actions not only are often jusi as ef- 
fective as legislative ones, but also offer oppt»rtunity for the 
practice of a policy of discrimination m the complete sense 
of that term (7) The United States, the county In which 
much the largest present petroleum output occurs, has no 
petroleum exclusion policy, except that since 1920 it has de- 
barred from leases in cases of public lands companies of 
countries excluding American nationals from petroleum de- 
velopment (8) The United States, in matters of petroleum 
developm.ent as in other similar matters, has argued for an 
Open-Door policy throughout the world (9) Because of 
the strategic importance of the product, the problem ci petro- 
leum^ exclusion, particularly where exclusion has been con- 
fiscatory or non-reciprocal or in any sense discriminatory, 
has had a pivotal place, in recent years, m the relations of 
several nations 

Mesopotamia, San Remo, and Lausanne 

While the matters discussed above, that is, the activities of 
governments in favoring or participating with their own ml 
companies and in 'festricting their territories with regard to 
oil exploitation by alien nationals, account in general for 
the formal petroleum policies of the various governments, 
certain post-war developments in the Near l^^st have dis- 
closed a peculiar orientation of petroleum policy omthe part 
of certain leading powers These developments havQ been 
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partly matters of restriction of the type described above^ 
but* they have been a good deal mgre than that, and probably 
do more than any other events to justify the term oil 
diplomacy ’’ The petroleum problems of Mesopotamia, San 
Remo, and Laiicanne are partly incidents of one develop- 
ment, but they^ may best be treated somewhat separately 

Mesopotamia, formerly Turkish, was made a British 
mandate following the World War Although it has not 
been developed'^to the point of any appreciable oil produc- 
tion, it 15, on the basis of scientific estimates and industrial 
prospecting, ^"generally believed to contain some of the richest 
undeveloped oil resources in the world Since the terms 
of the mandate do not give exclusive British economic priv- 
ileges there, the subsequent British attempts to establish 
petroleum rights (in what is now the Kingdom of Irak’’) 
centered largely about the so-called Turkish Petroleum 
Company 

The history of that company, which has played such a 
promln^?nt part in the modern relations of Great Britain, 
Germany^ France, and the United States, is not lagking 
m a certain atmosphere of Arabian Nights, and is briefly as 

As indicated in a prc\lou:^ chaptci 

In nd cat'n^ the present importance of the Near East as a region 
the petroleum resources of \^hich aie of inteiest to many nations, at the 
risk of sceinmg to draw upon a source not well authenticated, it may be 
remarked that there is nothing new under the sun,” as suggested m the 
Following statement from ‘‘‘The Travels of Marco Polo, the Venetian” 
(ret scd trom Marsden’s translation and edited with introduction by Man- 
ueT Komroti, Bom and Lnerght, N Y, 1926, Book^I, Chapter 3, p 26) 
— “ Borderm-g upon Armenm, to the southwest, ar^the districts of Mosul 
and Maredm, v h ch shaU be described hereafter, and many others too 
numerous to partmular.ze To the north bes Georgiania, near the con- 
fines of wpich there is a fountain of oil whmh discharges so great a quantity 
as to furn sh loadings for man\ camels Tiie use made of it is not for the 
purpose of food, /But an unguent for the cure of cutaneous distempers in 
men and cattle, as well as othei complaints, and it is also good for burning 
In the neighborng ^ountry'no other is used m their lamps, and people 
come frem distant parts to procure it” 
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follows Some years before the World War^ hi connection 
with the Anatolian and Bagdad Railway' concessions,- th^ 
Deutsche Bank (of S-erniany) obtained from the Turkish 
Government a concession to work the petroleum deposits of 
the Vilayets of hlosul and Bagdad But ^ British subject 
named D’Arcy had received promises of the oil fields of these 
two Vilayets from two Grand Viziers. Consequently m 1912 
British interests acquired from the Deutsche Bank the rights 
it claimed there, and established the Tu^cish Petroleum 
Company on those bases, giving the Germans 20,000 shares 
in the new company The British and German Ambassadors 
proposed to the Turkish Government that it grant a new 
petroleum concession covering Mesopotamna, and m June 
1914 the Grand ViziSr informed them that the proposed 
concession would be granted, but there is apparently not 
only no evidence that such a concession materialized but 
evidence that the Anglo-Persian Oil Company, representing 
the D'Arcy interests, was informed in 1915 that the agree- 
ment was no longer valid Reports concerning ^the re- 
cent status of the company have varied According to 
one report published in 1923, ^Hhe title to all petroleum 
rights in Mesopotamia was claimed by the Turkish Petro- 
leum Company (Ltd ), a British corporation, the stock of 
which IS owned as follows Anglo-Persian Oil Company 
(Ltd), 50%, Royal Dutch-Shell interests, 25%, and the 
French Government, 25%”^^ According to another ac- 
count,"^ citing a report of the company of 1923, It wmuld 
seem that the British Government now has complete control 
of that company The Anglo-Persian Oil Company has 
76,000 of the shares, and the British GovernmenPs nominee, 

T/ie A? 7 nals, op ctt ^ p i66 

U S Federal Trade Commission, op cit^ p 50' 

The Annalsy idem 
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in whose nafne stands the block of former German shares, 
Controls 40^000,* making together 116,000 of the 160,000 
shares But, in turn, the Bntisn Government apparently 
holds the controlling interest in the Anglo-Persian Company 
In the Parliameiitary Debates, in March, 1920, there ap- 
pears a statement by Sir Hamar Greenwood in answer to a 
question : ^ The Government has a predominating interest m 
the Anglo-Persian Company, holding two-thirds of the ordi- 
nary shares, besides debentures ’ It has also been stated 
that the Anglo-Persian Oil Company and its subsidiaries own 
all of the^iss^ed share capital of the Turkish Petroleum Com- 
pany, Ltd 

While the Turkish Petroleum Company asserted title 
to all petroleum rights in MesopotanTia, this claim has not 
been validated, as will be seen more fully below 

The ‘‘San Remo Agreement’^ "was a remakable under- 
standing, bearing upon oil rights m hlesopotamia and else- 
where, entered into by the British and the French in 1920. 
It was concluded by Professor Sir John Cadman for the 
British Government and M Philippe Berthelot for the 
French Government at San Remo on April 24, 1920, subject 
to ratification by the Prime Ministers of their respective 
countries It referred to Rumania, Asia Minor, territories 
of the former Russian Empire, Galicia, the French Colonies, 
and the colonies of the British Crown, but provided also that 
^ this agreement may be extended to other countries by 
mutual consent In a word, it provided for a British- 
French division of equal shares in petro^um development 
in Rumania, for joint support of their respective nationals 
in such developments in territories of the former Russian 
Empire, for 75% British and 25% French shares in petro- 
^leUm output in Mesopotamia if those fields should be de- 
veloped by the British* Government, or similar shares in 
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petroleum development there if the British ’ Government 
should have recourse to a private company to exploit* the 
Mesopotamia oil fields/^ and for rec^iprocal privileges m the 
respective colonies 

This agreement^ based on the principle of cordial col- 
laboration and reciprocity m the countries where the petro- 
leum interests of the two nations can be amalgamated to 
advantage/’ is of such unique interest m international petro- 
leum relations, and incidentally, savors so^ considerably of 
the sphere of interest system for division of economic rights 
in backward countries ” that it is worth citing in iull. 


Sav Remo Agreement 

Anglo-French Petroleum Agreement, Signed at San Remo, 
April 24, 1920 

1 By order of the two Governments, France and Great Brit- 
ain, the undersigned representatives have resumed, by mutual con- 
sent, the examination of an agreement in reference to petroleum. 

2 This agreement is based on the principle of a cordial col- 
laboration and reciprocity in the countries where the petroleum 
interests of the two nations can be amalgamated to advantage. 
The present memorandum refers to States or countries as follows 
Rumania, Asia Minor, Territories of the former Russian Empire, 
Galicia, the French colonies, and the colonies of the British Crown 

3 This agreement may be extended to other countries by 
mutual consent 

4 Rumania — The Governments of Great Britain and Francg 
will lend their aid to their respective dependents in all negotia- 
tions which are to be started with the Rumanian Government 
for — 

(^z) The pur/Iiase of oil and petroleum concessions, shares, 
or other interests owned by former subjects or comjJanies (of 
enemy origin) in Rumania, which have been sequestered — for 
instance, the Steaua Romana, Concordia, Vega, etc. — who con- 
stituted in said country the petroleum group oi the Deutscljcr 
Bank and the Discont Gesellschaft, at the same lime aS all other ^ 
interests which it may be possible to take ovef 
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{b) Tlie concessions of petroleum fields owned by the 
Rumanian State 

5 All shares belonging to forme? enemy concessions of which 
one may gam possession and all other advantages drawn fiom 
these negotiations will be divided on the basis of 50 per cent to 
British inteiests and 50 per cent to French interests K is un- 
derstood in the commany or companies to be created in order to 
carry out the administration and exploitation of said shares, con- 
cessions, and other advantages, the two countiies are to have the 
same prc^poition of 50 per cent of the capital subscribed as well 
as equal representation on the board and equal voting power 

6 Teiutoites^ oj ihe Foimer Russian Empne — In all the 
territories belonging to the former Russian Empire the two Gov- 
ernments a.wll]^^ give their joint support to their respective depend- 
ents in their common efforts with the view to obtain petroleum 
concessions and facilities for export, and to assure the delivery 
oi petroleum supplies 

7 Mesopotamia — The British Government binds itself to 
concede to the French Government, or the repiesentative ap- 
pointed by same, 25 per cent of the net production of cuide oil at 
the current market price which His British Majesty’s Government 
may draw from the 3^Iesopotamia petroleum regions in the event 
of the regions being made productive by viitue of Government 
exploitation, or ir^ the event the Government has recourse to a 
private rompan}’ to exploit the Mesopotamia petroleum regions, 
the British Government will place at the disposal of the French 
Governm.ent a participation of 25 per cent in the said company 
The amount to be paid for a participation of this kind should not 
exceed the amount paid by an}^ other participant m the said 
petroleum company. It is also agreed that the said petroleum 
company is to be under the permanent control of Great Britain 

8 It is mutually agreed in the event of the private petroleum 
company being constituted as aforesaid the Government of the 
country or other local interests are authorized, if they so desire, 
topartiCipate up to 20 per cent m the shares capital of said com- 
pany The French are to contiibute one-hah of the fiist 10 per 
cent of such a local participation and the balance will be furnished 
by each participant in proportion to his holdings 

9 The British Government agrees to lend their support to 
any arrangements by which the French Government may obtain 
from the .Miglo^Pers-ian oil supplies which may be transported by 

"canalization from Persia to the hlediterranean by means of any 
pipe lin^e which maf have lieen constructed in the interior of those 
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territories placed under French mandate, and regarding which 
France has accorded special facilities, up to'*2 5 per cent oi ifie 
oil so transported on «uch^terms and^ conditions which may be 
fixed by common accord between the French Government and 
the Anglo-Persian company 

10 In consiaeration of the foregoing agr^ment, the French 
Government will acquiesce, li such desire is expiessed, and as soon 
as the request is made, to the construction ot two pipe lines and 
separate railways, these latter necessitated lor the consiiuction 
and upFeep of the pipe line and for the transportation ^of the oil 
emanating fmm hlesopotamia and Persia, and travemn.g French 
spheres of influence up to a port or ports on the eastern Mediter- 
ranean The said port or the said ports are to be chosen by mutual 
agreements by the two Governments 

II. In the event of pipe lines or railways of this nature travers- 
ing a territor}^ in the interior of a zone under French inhuruce, 
France agrees to accord all facilities for the right of way (way 
leaves) without taxes or transportation claims being imposed for 
the passage of such oil An indemnity, hovve’' er, will be due the 
landowners for the area so occupied 

12 France will also accord facilities in the terminal ports for 

the acquisition of property necessar}’ for the erection of depots, 
lailway tracks (switches), refineries, loading qua>3, etc Oil ex- 
ported through these installations is to be ei^empt from export 
and transit taxes The necessary material for the constriction of 
tide pipe lines, railways, refineries, and other installations is also 
to be free from all import and transportation taxes and claims 
(litres de transport) ^ 

13 Should the said petroleum com.pany wish to establish a 
pipe line and a railway in the direction of the Persian Gulf, the 
British Government will use its good offices in order to facilitate 
similar facilities 

14 Northern Apica a 7 id other colognes — The French Gov^ 

ernment wdl accord facilities to any British group or groups of 
good standing which can offer the necessary guaranty, wTich vrill 
opeiate in conform!^ with French legislation, for the acquisition 
of petroleum concessions in the colonies of France or ^n French 
protectorates or zones of influence, including Algeria, Tunis, and 
Morocco It is Vv^ell to point out that the French Parliament has 
decided that groups formed under these conditions are obliged to 
contain at least 67 per cent French interests * ^ ^ ^ 

15 The French Government will fagilitate^te granting of all 
concessions m Algeria which are now liable to exammatioiu,as soon 



5.56 INTERNATIONAL ECONOMIC RELATIONS 

as the applicants have complied with all the requirements of 
lYeu^h legislation 

1 6 Colonies of the Brifish Crown — ^rA.s far as the existing 
regulations will permit, the British Government will accord to the 
French dependents who may desire to explore and exploit petro- 
leum regions in the Crowm colonies advantages corresponding to 
those France has accorded to British subjects in the French 
colonies. 

17 In the foregoing agreement the terms are not applicable to 
the concessions which mmy be the object of negotiations already 
instituted between private French or British interests 

18 The present agreement has been initialed this day by M 

Philippe Bertheiot and Prof Sir John Cadman, subject to ratifica- 
tion by the pyme ministers of France and Great Biitam, respec- 
tively San Remo, April 24, 1920 — Reproduced from U S 
Federal Trade Commission, 103-105 

The American Government protested against the ex- 
clusive nature of this agreement and said. 

. In this connection I might observe that such information 
as this Government has received indicates that prior to the war 
the Turkish Petroleum Company, to make specific reference, pos- 
sessed m#?vIesopotamia no rights to petroleum concessions or to the 
exploitation of oil, and m view of your assurance that it is not the 
intention of the mandatory powder to establish on its own bfehalf 
any kind of monopoly, I am at some loss to understand how to 
construe the provision of the San Remo agreement that any pri\ ate 
petroleum company wrhich may develop the Mesopotamia oil fields 
shall be under permanent British control 

r The British Government, giving assurance of no dis- 
crimination against non-British interests but reasserting spe- 
cial British rights in Mesopotamia, stated!^’ 

The Tfhole question of Mesopotamia, which has been fully 
dealt with in correspondence with the United States Government, 

Note fro 7 P^ Hon B airbridge Colby ^ Secretary of State for the 
^United Statedly to Eart Ctirzon^ British Secretary of State for Foreign 
dffairSj No\ ember 20,^1920 

S/atement of British Foreign Office^ April 1921. 
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need not be referred to here beyond saying that wnile there is no 
intention of discriminating against non-British interests, acooiMt 
must be taken of iegiti^natei rights acc^uired before the war, and 
tins applies equally to Palestine^ where American claims are un- 
derstood to exist 

At Lausanne occurred the third importotit episode in this 
interesting chapter of modern oil diplomacy^® When the 
Allied representatives met there in 1922 to conclude a per- 
manent peace with Turkey it was obvious that the oil re- 
sources of the region under consideration w^uld have an im- 
portant bearing upon the negotiations True, Mesopotamia, 
Palestine, and Syria had already been mand^fted^ but the 
powers were interested m oil rights in remaining Turkish 
territory, and possibly also in validation of specific claims 
even m mandated areas such as the claim of the Turkish 
Petroleum Company It was unofficially reported that the 
Turkish representatives were able to obtain more favorable 
peace terms than they otherwise would have by holding out 
such oil rights in the bargaining process, and particularly by 
playing against British interests the interests of France — 
a power relatively unsuccessful thus far in obtaining control 
of a large share of the world’s oil resources Turkey, un- 
der the guidance of its new natfonalism, refused to accept 
a proposed clause in the treaty which would have confirmed 
and validated all contested concessions 

That the British Government, however, did not tech- 
nically waive such claims is indicated by a press statement 
of its representative that my Governm.ent considers all ob- 
ligations contracte '3 in 1914 as retaining their full force and 
as binding the Turkish Government in all territory which 

The Annals^ of cU , 'p 167 

One of the humors of the press at the time -was the statement that 
during- the Conference the hotels at Lausanne had %ore guestg, ho were ^ 
representatives of leading oil companies of ^he wmijd Vnan official repre- 
sentatives of the governments party to the conference 
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may remain Turkish after the Treaty of Peace My Gov- 
elrnment declares their firm intention to hold the Tur- 
kish Government respofisible for any failure in the obliga- 
tions then contracted 

The Amerxca^i representative^ present as an “ uiibf&cial 
observer,” made a declaration of the i\merican position The 
alleged concession of the Turkish Petroleum Company had 
never been validated, the United States was not technically 
a participant irvthe xMlied victory over Turkey, but as a 
participant m the common cause of the war it expected, in 
the conchasicpi of the Turkish peace, that its interests and 
rights should not be disregarded”, and the United States 
stood as always against any secret or discriminatory eco- 
nomic arrangements and in favor of the Open Door and 
equality of opportunity"^ 

A subsequent development might be spoken of as the 
fourth episode in the affair of the powers with respect to 

That Ariel xcm interests in Xear Eastern oil ha\e not been merely 
theoreticak ones indicated b} \arioiis American concessions there For 
example in Apiil 1923 t t^as reported that a renewal of the so-called 
“Chester Concession” of 1908 had been ratified by the Turkish Gcrcern- 
ment This pioicct, in which Admiral Chester, Geneial Goethals, and 
other promment Ainx^riccns wertr sa'd to be interested, was reported to 
embrace \ast grants of economic deiAopment rights, including the con- 
struction of se\eral thousands of miles of railways and the building of 
towns and ports, including also petroleum exploitation, and appl}ing prin- 
c^palh to Anatoim but also to other parts of foimer Tuikish tenitory — 
possibly including Mesopotamia (Vtie The Washington Stai, April 10, ii, 
and J.Z, 1923) It IS clear, however, that, contrary to ceitain popular im- 
press.o’^s, the Amerman Government does not intend to be in any sense a 
partic’pant in an'^’ such protect, and is prepared to support such American 
concessionaires onlp to the extent that they have i?pularly acquiied legal 
tide to ecof'omic equities abroad and to the extent that diplomatic protec- 
tion of such rights becomes necessary American oil groups have also been 
reported to be interested in Palestine It has even been reported at times 
that a private ^ Anglo-American o.l agreement regarding the Mesopotamian 
^oiMhelds” was being negotiated wherebv American oil companies would 
share those fields wxtn the British companies (Vide U S Federal Trade 
Commission op cii ^ pp 16—17) 
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Mesopotamian oil, if it might be officially substantiate^ 
It has been reported ^‘ece^tly that leading American petro- 
leum interests have become party to some agreement with 
principal oil concerns of other nationality, if not also jointly 
with ceitam foreign governments, for 'the Sharing of these 
resources In short it is claimed that a new pact of the 
San Remo type has been arranged, with inclusion of Amer- 
ican enterprise Such a development is not a matter of of- 
ficial public record But the report is not without plausibil- 
ity, and if correct would further indicate the tendency toward 
either direct international integration of enterprise or, short 
of that, the adoption by such enterprise of international 
private treaties to^end economic conflict and mutually 
to accom|)lish economic results 

The problem of the powers and petroleum in the Near 
East IS not yet ended, and indeed, in view of the apparently 
rich and undeveloped character of oil deposits there — par- 
ticularly those of Mesopotamia — it may onl}^ have begun 
But with the seeming failure of the British and Fi^fench to 
put tjie San Remo agreement into effect, and of those powers 
fully to obtain their desired validation of contested claims 
at Lausanne, and v/ith the stand taken by the United States, 
there is some indication that the Open Door may prevail wuth 
respect to petroleum in Mesopotamia and other regions now 
or formerly a part of Turkey In any event it appears thaU 
American interests are likely to take their place with British 
and Flench interests in oil developments m Asia Minor 
The international petroleum problem of the Near East has 
been presented here not so much as a problem in itself, but 
rather as an illustration of the extent to ivkich matters of 
this kind may affect the political relations of nations, or, 
equally, may lead to non-political airangerpents 

It is thus that the importance of an industrial raw 
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ifiaterial may in certain instances lead, not only to private 
and*public foreign and international exploitation, and to for- 
mulation of national policies of vital concern to other nations, 
but as well to diplomatic procedure of the greatest interest 
in international ^lations But that difficulties arise m cases 
of this sort should not obscure the more basic, if less spec- 
tacular, fact of the growing international rather than purely 
national* character of the whole industrial process Indeed, 
the very fact tfet international difficulties do arise, as well 
as the fact that the enterprise of one country often becomes 
linked w®ith^that of another, emphasizes the international 
nature not alone of commerce but also of underlying industry. 



CHAPTER XIV 

PRIVATE FOREIGN AND INTER^^TATIONAL 
EXPLOITATION OF RAW MATERIALS 

EXTENSION OF OWNERSHIP OF RESG^JRtES 

|-^HE many instances of private foreign and mter- 

I national exploitation (“ control ” of raw mate- 
A rials by means of the mere extension of capital or 
capital and management from one country to another consti- 
tute a system which is of prime importance in the world’s in- 
dustrial order. This system may be looked upon partly as 

^ The term control, in discussions of the raw material proUem, may 
and does have different connotations It is loosely used by most writers on 
the suljject It may imply the possession of all or the major portion of the 
production of a given material or it may connote manipulation A distinc- 
tion may be drawn between political control and economic (so-called com- 
mercial control, but here again there is confusion of terms Political 
control may mean merely the monopolistic or substantially monopolistic 
possession of the production of a raw^ material or it may mean go\ernmen- 
tal manipulation in such a case On the other hand economic control may 
be restricted to cases of monopoly or not. In the preceding chapter on.^ 
“ public international control of raw materials the cases discussed were 
those of vnonofohes or substantial monopolies ‘politically manipulated 
the present chapter refeience ib primarily ro cases w^heie the industrial 
interests of one or mo»? countries acquiie possession of production of an 
important raw material in another country, without recessanh ^acquiring 
a world monopol;^ and therefore also without necessarily practicing any 
manipulation of the supply, although some stress will be placed upon cases 
of such monopolistic manipulation As a matter of fact, it is often difficult 
to distinguish betw^een foreign and international raw* material exploitation 
which IS not at ?11 monopoLs'm and mch p^nloitation ,which approaches 
world monopoL Again, monopoly of a raw materiaa mav exist simply by 

561 
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one of exploitation of certain countries " by other countries, 
but it is better viewed as largely a natural evolution of world 
business along lines neither dictated ‘'by governments nor 
fixed by political boundaries and in many cases as an 
evidence of inter<oational economic community of mferest 

AGRICULTURAL AND FOREST PRODUCTS 
Foreign bwnership is less frequent in the field of agricultural 
and forest products ** than in that of minerals This is true 
because the localization of such production generally has 
not been*so :haip, nor so much subjected to large-scale in- 
dustrial organization^ nor so much endangered (with the pos- 
sible exception of forestry) by rapid^ exhaustion of known 
supplies, the dynamic industries have passed through slow 

reason of its exclusue production in one country, or by reason of foreign 
exploitat-on, or b\ reason of international combination of private interests 
It IS also difficult, in actual fact, to distinguish between public controls and 
pm ate controls The former, are, of course, based on the latter, but when 
mono-pohitic and 7nimifiLlafis:e control is established it is in some cases 
purely pim\ate, and in other cases, as observed in the preceding chapter, 
public, and in turn the pm ate cases may become public or quasi-public at 
any time as a result of go\ernmental action through regulation of k syn- 
d cate, imposition of a special form of export duty, etc Finally, private 
capital control is often referred as ‘^commercial” control, although it 
would be more accurately termed industrial control where it is, as true in 
the majority of the cases mentioned, control of production, commercial 
control would be more properly confined to the cases of market control 
where production control is minor or is absent (But even here terminology 
C5 noi cry stallized, as “ commerce ” is sometimes used to denote trade alone, 
and somet’ines to embrace both industry and trade) 

" “ In the enumeration of cases of exploitation by private interests in 

this chapter, “ American interests,” or “ American capital,” or “ American 
concerns,” unless otherwise indicated, mean those \f the United States, a 
convenient and generalh accepted usage 

^ For basic facts concerning most of the agricultural industries of the 
world, ‘Lide U S. Department of xAgriculture, Geograf/iy of the WorWs 
A ^riculture^ for esurient statistics of production and trade, same department, 
Agriculture YearbooM^ and U S Department of Commerce, Commerce 
Yearbook, concerximg fore^ products, Zoc, R., and Sparhawffi, W. N.j 
of cti ^ 
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and local developments, while the static supplies of nature 
such as the minerals have^experienced rapid and universal 
exploitation Nevertheless, the worl (3 is not vvitliout foreign- 
owned plantations, as of coffee, tea, and sugar, nor foreign- 
owned timber concessions, as m South America and Russia, 
nor similar controls or attempted controls in sach cases as 
cotton, quebracho, cinchona, and rubber. Several of these 
may be noted 

Cotton 

British attempts, primarily economic but ^Iso quasi- 
governmental, to promote cotton cultivation throughout the 
Empire are sometimes referred to in the category of raw 
material controls, but they are not international m the strict 
sense of the term as here used, and have not yet proved ap- 
preciably effective in lessening the large dependence of the 
United Kingdom upon imports of raw cotton from the United 
States However, the British aegis in Egypt and the Anglo- 
Egyptian Sudan, and its relation to the important Egyptian 
production of long-staple cotton, is of considerable signifi- 
cance, particularly to industries of the United States which 
consume a large portion of the annual crop 

Coffee 

German ownership of coffee plantations in Brazil and in 
Central America is a mild case of foreign exploitation in ag- 
riculture, since it mostly involves settlement and apparently 
little if any control by the fatherland It is stated that 
prior to the outbreak of the war, German interests had se- 
cured control of nearly all the more important coffee planta- 
tions of Nicaragua, that these plantations sent most of their 
product to markets other than those^of the United S^tates, 
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and that since the war German interests have resumed con- 
trol of some of these plantations^'^ 

# ^ -T 

Sugar 

(f 

The very considerable investment of capital of the United 
States m sugar plantations in Cuba is another case in point 

Quebracho 

One of the most important species of quebracho is found 
largely yi Argentina and Paraguay, and the logs or the tan- 
ning extract obtained therefrom are purchased in large quan- 
tities by the United States The Argentine production and 
export are mainly in the hands of La Forestal Land, Timber, 
and Railway Company, a British concern which before the 
war also involved some German, French, American, and 
Dutch capital Some years ago this concern acquired con- 
trol of an American company with a factory in New York 
During the war* La Forestal was regulated by the British 
Government It has exercised its control by buying out or 
consolidating wnth rival firms, or by contracting to handle 
their output, by forming forking arrangements with Euro- 
pean manufacturers of quebracho extract, and, according to 
reports, by a pool agreement with producers in Paraguay for 
the fixing of production and prices ^ 

Cinchona 

r 

The world’s commercial supply of quinism is almost entirely 
derived Irom the Dutch East Indies, the Java production of 
cinchona bark making up the great bulk of the total output, 

^ ^ Econonyc Conditions in Central America,’’ in Mercantile Trusi 

r Reznezv of the PactfiCy (pnb by the Mercantile Trust Co of California) 
March 1926 
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although limited quantities are now grown qn plantations ii; 
British India The sypply, consequently, is controlled by 
the Kina Bureau/' an organization which has headqaarters 
at Amsterdam, includes representatives of Javan planters 
and Dutch quinme manufacturers, allots sdles of cinchona 
bark to manufacturers m various countries, and fixes mini- 
mum quinine prices The planters receive a hxed per- 
centage of the net prices set by the Bureau and the surplus 
from the excess is divided equally betweeii them and the 
manufacturers It is of further interest that the Bureau 
operates through an International Quinine Cartel wdiich in- 
cludes representatives of the quinine manufacturers of other 
countries For examplp, British interests participate m the 
syndicate by means of special agreements 

Gutta Percha 

While most of the total supply of gutta percha is produced in 
the Dutch East Indies, wuth very small amounts originating 
in British Malaya, the Philippines, and elsewhere, Singapore 
is the world’s primary market for this material, and it is 
commonly reported that British firms have a practically 
monopolistic position in this market ‘ Apparently this is an 
auxiliary factor m the substantially complete British mo- 
nopoly of cable production and indirectly m the British dom- 
ination of the world’s cable communication situation In-, 
cidentally the form of this gutta percha advantage illustrates 
the difficulty of drawing a hard and fast line between in- 
dustrial and purely "trade controls 

Rubber 

The British control of much of the world’s rubber has beeji 
mentioned above It is primarily one of political boundary 

® Annals^ O'p at ^ P 77 ^ Ibid ^ pp. 89-90 
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lines But it is enhanced both by the prime position of Singa- 
pore as a collecting and curing c^ter^and by private British 
ownership of rubber plantations outside of British Malaya 

c MINERAL PRODUCTS 

In contiast with agricultural and forest products^ in the field 
of minerals foreign ownership is so nearly universal that it 
is a tasfi, not so much to find instances of it as to find those 
where it is not fjresent. Certain cases of controls of mineral 
raw materials through government activity have been ob- 
served ifi a i^receding chapter^ including those of tin, sulphur, 
potash, mercury, and phosphates, and the case of public and 
private petroleum control has been 4}scussed, but the rami- 
fications of private foreign ownership may here be con- 
sidered Some of these instances are monopolistic, and, of 
particular interest^ not a few of them involve ownership of 
producing units in one country by private interests not 
simply of one other country but of several other countries 

® Irf the follovsing paragraphs Spurr, J E , (ed et al ^ PoliUcal and’ 
Coirn.eic al Geologx, has been freely dra\\n upon for data conc;erning 
specific cases of foreign o\^nership of minerals This ■^’vork, \\hile not 
published b\ the United States ^o\ernment 5 is not only the onl) compre- 
hensne collection of such data a\ailable m print, but may be consideied 
m a sen^e semi-official, since it is a compilation edited and contributed to 
b\ ma^\ respectue authorities on the various minerals who are or weie 
oificiais of the U S Geological Survey The wmrk, published in 1918, is 
not stimtU up-to-date, but attempt has been made to make due allowance 
Tor tUiS fact Obviously, the actual cases of foieign ownership and 
market contiol are so multitudinous, so scattered throughout the woild, 
afid so Intle a matter of public record (often private interests stri\e to 
keep them secret), that it is impossible to make up-to-the-mmute com- 
pJation o:^ ^hem In the chapters of this stud> only the attempt to marshal 
the leadmg tacts corceinmg them, in so far as these are publicl} accessible, 
has been made For basiC data concerning geological occurrence and cur- 
rent mming operations^ including production and imports, and exports, 
rc/ertnee may bermade to U S Geological Survey, World Atlas of Com- 
9percial G€olog\\ Part I, and Mineral Resources of the United States (cur- 
rently) , and to RotSh, G '‘A (ed ), The Mineral Industry^ an annual 
handboi^k, and to U S Department of Commerce, Commerce Yearbook 
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— affairs of joint participation which may^be distinguishes^ 
as international ’’ rather^than foreign/’ m the narrower 
usages of these terms It is also to be remarked that the 
control usually extends to original production, that is to 
mining, but m certain other cases comes shbut more largely 
through ownership of smelters and refineries 

Coal 

Coal/ thus far the principal fuel of modern manufacture and 
transportation/'' is of prime importance to industrialized 
nations But, since it is bulky and to at least ^some extent 
limited m its flow in international trade when compared 
With many other commodities, foieign owmership of its pro- 
duction is less prevalent than that of many other products 
of mines It is a truism that other materials often go to 
coal/’ and the leading industrialized countries for the most 
part have become so b}" possessing coal and have then reached 
forth to add manufacturing raw materials tQ this base But 
cases of foreign contiols are illustrated by the pre-v/ar pur- 
chase by a German combine of mmes m Australia and of the 
Heraclea Collieries in Turkey, and bv foreign interests’ ac- 
quisitions in China The former German holdings m Shan- 
tung included certain coal reserves The Kailan Mining 
Administration is jointty Belgian, British, and Chinese, but 
is seemingly dominated by British control and management ^ 
Particularly has Japan, lacking domestic supplies of ceitain 
types of coal, gamed controls in Chma The Fushun Col- 
lieries are owned by the South Manchurian Railway- Com- 
pany, in which the Japanese Government is the leading 

^ Of organic origin, but of course classified as a mineral 
U S Geological Survey, World Adas of Co 7 n 2 iie} cial Geology y 
Part I, pp 9 et seq * 

Pohucal and Com^neraal Geology y p^s 22— "Sec on Coal (by 
Rice, G S , & Grout, F F ) 
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stockholder/ and the Pingshieng Collieries^ while Chinese 
owhed, have been the subject of a^degree of Japanese control 
through loans and special agreements recognized and sup- 
ported m the so-called Twenty-One Demands The former 
German dommahon of certain branches of the coal-tar prod- 
ucts industry through patent control has been referred to in 
a previous chapter 

' Iron 

Together with coal, iron has formed one of the most impor- 
tant bases of modern industrial power All of the leading 
mdustrialize^d nations have possessed greater or less de- 
posits of this leading metal. However, some of them have 
come to have an insufficient ore output for their iron and 
steel business, and to meet the deficit by imports from non- 
industnalized as w'ell as other, industrialized, countries For 
example, Great Britain buys ore from Sweden and France 
Iron deposits are not without their importance in the political 
relations of natiojis. The ore of Lorraine has had a possible 
in^^ueri^e upon Franco-German rivalry for that area, but its 
transfer to France following the World War only served 
to render greater the irmi surplus of the latter country 
above current needs and its potential dependence upon 
Germany's Westphalian coal, making the Ruhr potentially 
even more of an economic bond between those two powers 
^Further, before the war it was estimated that approximately 
a third of the iron and steel industry of France was German 
owned.^^ « 

But perhaps of greater significance is the fact that certain 
of the reserv^es of non-industrialized countries are foreign 
owned. In China the large Tayeh deposits are worked by 

IT^S Geologic!^! Sur\ey, of cit ^ pp. et seq. 

Political ctr d ^omm^rcial Geology^ pp 55—89, Sec on Iron (by 
Harder,^ C , and Eddingfield, FT) 
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the Han-Yeh-Ping Iron and Steel Compan^j Japanese loan 
influence over which j;ias tjeen mentioned above Japan, in 
a sense the Great Britain of the EastY also controls de- 
posits through the South Manchurian Railway Company 
In Mexico are foreign iron interests, including capital from 
Spain and the United States, a furnace near Durango, m 
the neighborhood of Iron Mountain, is owned by an Amer- 
ican company In Brazil are English, American, ahd some 
French iron holdings, while m Chile the largest deposits 
before the v/ar had come under the control of a Dutch- 
German syndicate which included the GutehoinuAgshutte, 
although another lease was held by the Bethlehem, a Mid- 
vale subsidiary, Unite^ States Steel, and other American in- 
terests, for the United States though an extremely large pro- 
ducer of ore at home has also come to purchase important 
quantities of ore, particularly of certain types 

Steel Alloy Metals 

A number of metals which are used partly or largely as steel 
alloys may be treated together^ although some of them have 
other important uses With tli^ growing refinement and 
variety of steel products, this group of materials assumes 
an increasing significance in the industrial strategy of iron 
and steel, and particularly in that of the largest of all pro- 
ducers and consumers of iron and steel products, namely the? 
United States 

ManganeseU Manganese, essential in Bessemer and 
open-hearth steel production, is obtained largely fr^m Rus- 
sia, India, and Brazil and must be imported in considerable 
quantities by all leading iron and steel producers German 

For discussion of international steel combines, sjtde sufra^ chapter 
on Foreign and International Enterprise 

U S Geological Survey, of, cit , pp 29 seq^ 
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interests have been reported as operating in Russia and 
Brazil, French interests in Russi^, and a Belgian company 
in Brazil Despite the absence of formal relations between 
the United States and Russia it has been reported that in 
1925 American mterests obtained a concession in Russia, in 
the Cliiaturi district — said to be one of the richest man- 
ganese deposits in the world 

Chrornium Chromium, used m making ferro-chrome 
and chrome steel and also in making some dyes, is mined 
chiefly in the French Pacific island of New Caledonia and in 
the British African possessions of Rhodesia Some years 
ago a British-French group centering about the Chrome 
Compam^ Ltd , acquired most of thejehrome mines and cer- 
tain marketing rights in Rhodesia, giving it an approach 
to monopoly in the world’s chromite trade However, new 
deposits were developed during the war, and the power of 
the ‘ Pans Syndicate,” which had been formed in 1912, was 
lessened 

Tungsten. Tungsten is a steel alloy for manufacturing 
high speed tools, and is employed in production of electrical 
filaments and apparatus Tungsten-bearing ore deposits 
in China, Portugal, Bolivfe, and other countries have been 
developed by British, American, and German interests Brit- 
ish control IS contributed to by political possessions m India, 
^Australasia, and Africa, and has been estimated, if the capi- 
talistic be added to the political, as more than 25% of the 
\forId’s supply, as against an even larger percentage, politi- 
cal plus financial, for the United States, ’Vhich mines part of 

PolitiLal and Coivmercial Geology ^ pp 90—108, Sec on Mang-anese 
(by He%^eit, D F ) 

U S Geological Sur\ey, of city pp et seq 
r Polincal ^nd Coinmerctal Geology^ pp 109—128 Sec on Chromium 
(by Harder, E C^) 

AnnaUy of dtt , 8*1 

S Geological Survey, of at , pp 34 seq 
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its supply domestically iVn illustration o^f the possibilities 
of concealed control <jther,than that of ownership or tarilis is 
famished b}" a case in which it was alleged that port privi- 
leges a^t Singapore Vvere so administered as practically to pro- 
hibit shipment of Siamese lungsten oie to a non-British 
country y’" but frequently reports of this kind are found to 
be inaccurate ““ 

Vanadium Vanadium, valuable in producing’ steels of 
toughness and torsional strength for axle^? and automobile 
parts, is chiefly a product of Peru and the United States,-"^ 
and a concession in the former country to Ihe American 
Vanadium Company establishes substantially American con- 
trol of the world’s vanadium output “* 

Molybdenum. Molybdenum, which increases the elastic 
limit of steel and is also used somewhat in the electrical in- 
dustry, is found in ores mined m the United States, Aus- 
tralia, Norway, Canada, and elsewhere,“^ and is apparently 
subject to veiy Lttle foreign ownership, but there are Ameri- 
can interests in Mexico 

Antimony. Antimony, useful in making anti-friction 
alloys, type metal, “ white metal,'’ pigments and safety 
matches, and in vulcanizing rifBber^ is obtained chiefly in 
China, but also m small quantities in France, Algeria^ ilex- 
ico, Bolivia, the United States, Peru and South Africa 
The predominance of China’s output is sometimes referred 

Political and Commercial Geolog\^ pp 142—162, Sec on Tungsten 
(by Hess, F L ) , 

Ho\\e\er, the ^ 5 nited States Department of Commerce has included 
tungsten in lists of “ foreign monopolies of essential raw materials ” 

U S Geological Sur\e\, op n// , pp 37 seq 

Political and Commercial Geology ^ pp 163-171, Sec on Vanadium 
(by Moore, R B ) 

U S Geological Surcey, op cm ^ P 3^ 

Political and Commercial Geology ^ pp i9i"~\995 Sec ' on Molyb- 
denum (by Moore, R B ) 

-"US Geological Sur\ey, 0^ P ^5 
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to as a Chinese monopoly, but this is not accurate The 
one Targe concern which produces mpst if not all of the 
Chinese antimony, the Wah Chang Mining and Smelting 
Company, is a native company, operating in Hunan prov- 
ince, but foreign interests are involved at least in the trade 
Before the World War the antimony export trade of China 
was largely in the hands of English, French, and other for- 
eign firnis Later this trade was apparently taken over by 
the native Wah ©hang Trading Company, but more recently 
it has been reported to have passed again to foreign pre- 
dominan<!e, with greater or less control by the British Cook- 
son’s, the French Societe de la Lucette, and the Japanese 
Mitsui Company 

Nickel. Nickel/® used for making a steel alloy which is 
relatively non-corrosive and non-magnetic and little subject 
to expansion and contraction, and for producing “ white 
metals ” and certain coins, is very largely mined in Canada 
(at times 90%), although small quantities are obtained in 
New Caiedonia, hTorway, the United States, and Cuba. The 
great Canadian deposits are in the Sudbury district, ^and 
the trade in the product is chiefly in British hands, although 
for a time American inter^ts were strongly intrenched in 
the production, of the four leading companies, two were 
of the latter nationality, including the International Nickel 
Company, and the other two Canadian or British includ- 
ing the British- American Nickel Corporation in which the 
British Government held a controlling interest During the 
World War the British Government became aroused con- 
cerning this industry, particularly when the German sub- 
marine Deutschland entered New York harbor and took 
on a cargo consisting partly of metallic nickel supposed to be 

• Political ani Commercial Geolo^\'^ pp 172— 190, Sec on Antimony 

“^by Ferguson, H G , and Hill, D A J 

X? S Geological Survey, op ctt , pp 33 et seg ^ 
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of Canadian origin, and thereafter set up a nationalistic 
policy in this respect It later caused the International 
Nickel Company to transfer its rehnery operations to On- 
tario However, American capital is apparently still largely 
involved in the Canadian fields Before the war there 
were Geiman interests operating in Norway and in New 
Caledonia American interests are also found in the minor 
Cuban production However, the Canadian situation, partly 
with American capital, is the dominant om. 

Copper 

The world’s copper,"^ lead, and zinc industries, while in- 
volving other international commercial controls, at the out- 
break of the World War presented outstanding illustrations 
of the international scope and effectiveness of one of the 
most remarkable of all world trusts,” which has been de- 
scribed m a previous chapter That the control was ex- 
ercised less through mine ownership and rnore through trade 
arrangements scarcely lessened its power 

Copper, apparently second to iron in industrial im- 
portance among metals, was probably the first metal used 
by man, was utilized for thousands of years in fashioning 
vessels, ornaments, and weapons, and at the present time 
IS employed in making brass and bronze and above all 
is consumed m great and essential quantities in the electrical 
industry While formerly mined chiefly in England, and 
later largely in Ghfle, it is now produced in its greatest bulk 
in the United States, but also in Chile, Japan, Mexico, Spain, 
and many other countries including Australia, Canada, Peru, 
and Africa The production in the United States from 

FohUcal and. Commercial Geology^ pp PZ9-141, Sec^ on NiBiel 
(by Corbett, C S ) 

U S Geological Survey, of at y pp 39 seq 
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domestic ore*aIone averages well over half of the world out- 
put'and IS suppfemented by considerable production from 
ores and concentrates "imported from commercially con- 
trolled mines m jMexico, Peru, Chile, and Canada This pro- 
duction yields l»th a large domestic consumption and a 
sizeable export trade, which, oddly enough, -was foimerly 
dominated by German interests 

Germany was the largest pre-war buyer of the American 
exports^ and by sin intricate system of selling arrangements, 
the three German combines, jMerton Company, the Metall- 
gesellschaft, ^nd Aaron Hirsch of Halberstadt, had a con- 
siderable control of their marketing The Japanese produc- 
tion, which has become fairly important, is appardhtly under 
native control, but, with respect to mining rather than mar- 
keting, capital fioin the United Stares has gone into Mexico, 
Canada, and South America, increasing the production con- 
trol of this country to approximately three-fourths of the 
world supply British, French, and Belgian interests have 
also ent^ed the fields just mentioned, while German capital 
had been active in IMexico and South America The yvar 
broke the German bujung domination in the United States, 
leaving the United States a leading capital control in its 
own and several foreign fields 

Lea.d 

This metal is also subject to much international exploitation 
It is utilized in the form of sheets, pipes^and cable covers, 
and in oxide form m manufacturing paints, batteries, glass 
and pottery ““ The largest production is in the United 

U S Federal Trade Commission, Reform or Cooperatio i ir Ameri- 
can Export Trade j 1916, Part F pp 357 and 365 seq Political 

and^ Commercial (^eolog\^ pp 223 et ^eq ^ Sec on Copper, (b} Paine, 
\V ) ^ ^ 

U_ S Geological Sur\e\, op cit ^ pp 42 et seq 
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States, which smelts normally between one thirS and one half 
of the world supply,^ largely from domestic ore but partly 
also from ore imported chiefly fromlMexico Despite a large 
domestic consumption, partly due to a large development of 
the paint industry, this country has imporl^ant lead exports, 
which were formerly partly manipulated by the famous 
German ivletal Trio,” although its interests are active in 
lead mming m Mexico and elsewhere Other important ore 
producers are i\ustralia. Spam, Mexico, aiid Canada, while 
lead IS smelted also in Spam, Germany, Australia^ and 
Mexico 

International control"* has been effected partly through 
ownership^ and partly through marketing arrangements The 
industry m the United States is m the hands of a number 
of large groups, but formerly there was German admixture 
m the structure For example, L Vogelstem & Company 
owned the International Metals Selling Company, which 
had marketing contracts covering much lead, coppei, and 
other American produced metals In turn the Vogelstem 
company ivas partly owned by Aaron Hirsch of Halberstadt, 
while the American Metal Company was partly owned by 
the Merton Company and parti^ by the iletallgesellschaft 
It was in these ways that German interests maintained im- 
portant metal manufacturing centers, especially at Frank- 
furt-am-Main, and elaborate, interlocking European metal 
industries Practically all of the smelters of ilexico were 
owned by companies of the United States, but their exports, 
too, were controlled! by an international syndicate m w^hich 
the German interests were apparently dominant "“The syn- 
dicate had a somewhat similar ilustralian control British 
capital had made excuisions in production abpoad, and since 

FoUtical and Commercial Geology-^ pp >6 1-^29 3^ Sec on Lead_ 
(by Huyder, F B ) , U S Federal Trade Commission, idem 
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the elimination of the German interests^ controls production 
in the British Isles, Australia, Burma, Canada, somewhat 
in Ital}/, m part of Spain, and at places in hlexico, and for- 
merly was active in Siberia 

There can pi^bably be found no more interesting and 
extreme example of the honeycombing of the international 
industrial structure than in the lead situation just prior to 
the World War In addiuon to the various other controls 
just mentioned, there was formed in Paris m 1909 The In- 
ternational Sales Association ’’ which came to be known 
as the Lead Convention ’’ This syndicate represented di- 
rectly and indirectly an interweaving of practically all the 
leading producers and sellers and buyers of lead ofe, metallic 
lead and lead manufacturers of the leading countries of the 
woild and also indirectly involved other metal mining and 
manufacturing industries^ as well as chemical, banking and 
other interests, of various European, American, and other 
regions It was renewed m 1910 and 1913 Briefly, this 
syndicate was dominated by the same German interests that 
dominated the German Zinc Syndicate, which were (i) the 
Metallgesellschaft, the Metallbank, the Metallurgische 
Gesellschaft^ and the Mert« companies, including the Mer- 
ton companies of London, (2) Beer, Sondheimer & Com- 
pany, which controlled many German metal and chemical 
concerns, and (3) Aaron Hirsch of Halberstadt In addition 
to European control, the Association dominated the lead 
marketing situation in the United States^ Australia, and 
Mexico For example, in the United States and Mexico all 
lead exported was controlled by the American Metal Com- 
pany, affiliated with the Association through a German com- 
pany owning stock in it, or by the American Smelting and 
* Refining* Company, acting in concert with it Again, in 
“*^Austraha the syncQcate ®prevailed through an association of 



EXPLOITATION OF RAW MATERIALS $77 

^ * 

English lead refineries and through the marketing of the 
lead of the Port Pine smelter by the Mertor? Company The 
international “ convention ’’ practitally controlled world 
prices 

Of hqual interest was the partial break4ng down of this 
intricate structure as a result of the war and post-war nation- 
alistic policies In France, at the instance of the French 
Government, a series of national trade associations were 
formed for various groups of industries T];iese were known 
as Consortiums The Consortium for the mineral industry, 
the “ Societe Minerals et Metaux,’^ was organiz^ed ipder the 
auspices of the French Government, to group together French 
metal pro^iucers at home and abroad, in a cooperative as- 
sociation which would Control the purchase and sale of metal- 
lurgical products In the British case governmental action 
at least nominally eliminated all German control through- 
out the Empire Various British syndicates were formed, and 
a metal bank,’^ “ The Chemical and Metallurgical Bank/’ 
was established in London There was also formed, |n 1918, 
a British Metals Corporation, with representatives of the 
Imperial Treasury on the Board of Directors, to finance 
British non-ferrous metal comjisinies and to draw empire 
metal production within the field of one marketing organiza- 
tion In the United States the Alien Property Custodian se- 
questered alien enemy property, tangible and intangible, 
including the German holdings in American metal concerns*, 
and later sold many of these holdings to American and for- 
eign concerns Suirsequent reports have indicated that by 
indirect purchase through intermediaries certain oS the fac- 
tors in the old German combine may be attempting to rebuild 

It embraced a large number o£ companies prodixmg or marketing 
copper, lead, zinc, iron, antimony, platinum, and other metals, whose opera- i 
tions extend to Algeria, Tunis, Spain, and Other countries < 
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the former international metals structure However, while 
the post-war period has witnessed the birth of new interna- 
tional trusts,’' invoIviiTg m some cases an affiliation of the 
interests of various countries which were enemies m the 
World War, as m^the cases of steel and steel lails and potash, 
there is little evidence of any substantial restoration of the 
elaborate world fabric once dominated by the famous Ger- 
man nomferrous '' metal trio ’’ Indeed, m 1927 there nms a 
partial dissolutiogi of a German domestic Non-Ferrous Met- 
als Cartel which had been formed in 1922 by the Metall- 
bank and Metallurgische Gesellschaft, the Metallgesells- 
chaft, and the Deutsche Gold-und-SiIber-Scheideansta?t of 
Frankfort, Vvdth, however, a large amount of a^operation 
remaining On the other hand, a lafge amount of foreign 
owmership still exists in the metals field, as in the case of 
interests of the United States m Latin America, and, in view 
of the strong tendency toward the renewed growth of inter- 
national industrial combines even regardless of World War 
politicals enmities,* and especially considering that post-war 
economic nationalism in the United States did not result 
in any such measures as those just described in England 
and France, it is b}^ no m^ans impossible that structures of 
international affiliations in the form of syndicates or other- 
wise Will again become important in the field of metals as 
well as of other raw materials wherever such an arrange- 
fhent would prove mutually profitable to the leading com- 
panies in the various countries 

Zinc 

This third of the three leading non-ferrous metals was 

knowm to the ancient world, and is now used in alloying with 

'Copper to produce brass, and m large quantities for gal- 

« 

IT. S Department of Commerce, Commerce Ref arts ^ February 28, 
1927, p 549 U S Geological Survey, ^p et seq 
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vanizmg iron and making paints Again m thiS case the 
United States is the largest prodacer an^ consumer, ^vMth n 
metallic output of ont tlimd to nearly one -half of the woild 
total and with a supplementing of its domestic ore supply 
by soir^ impoits of ore and concentrates Germany is also 
a large pioducer of metallic zmc while other producers of 
o^e and metal include Australia, Italy, Spam, Algeria, Tunis, 
and Japan The last named country has increased metal- 
lic output m recent years, by smelting its own ore and ore 
imported from Australia, Indo-Chma, and Siberia x\gam 
in this case, as in those of copper and lead, Great Brit- 
ain, J'rance, Belgium, and other industrialized countries, 
with an insufficiency of raw material, are important 
consumers 

The international zinc contiol situation has closely 
paralleled that of copper and lead, described in some detail in 
the paragraphs above The most extensive types of control 
have been those of ownership of reduction plants and of 
buying and selling combinations rather than of ownership of 
deposits Here again the “German metal tiio” w^as dom- 
inant* before the w^ar, through its affiliations with the “ Ger- 
man Zmc Syndicate’’ (Zinkhutt^verband j which wms in a 
sense its creature This syndicate controlled German pro- 
duction and had agreements with companies in various other 
countries In the United States there were various com- 
panies, but some of the most important ones had connections^ 
with the German concerns Indeed, it is probably true that 
the Trio’s control wa,§ even greater in the case of zinc than in 
those of copper and lead and other non-ferrous metajs 

The post-war situation was largely different Not only 
was the Zinc Syndicate’s grip in Allied countries shaken 

U S Federal Trade Commission, idem , Pohtica^ ard Commercml 
Geology y pp 294-316, Sec on Zinc (hy launder, F B) Vide also 

ArTTiAinrliv -f w 
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oft, but Germany, as a political unit, lost Silesian deposits by 
the territorial transfer to Poland, rendering her metallurgical 
industries all the more^ dependent upon foreign ores, in- 
cluding those from Mexico In Great Britain a Zinc Pro- 
ducers’ Association was formed, and contracts werer made 
in v/hich the Government participated Foreign ownership 
of deposits throughout the Empire and of smelters in the 
United Jvingdom was at least for the time eliminated 
French interests ^extend to Algeria, Tunis, Belgium, Poland, 
and Spain, and there are Belgian interests m France, Eng- 
land, S\yeden, and other countries The interests of the 
United States, largely by domestic ownership, retain* the 
largest ore reserves and reduction capacity ^ 

In 1928 it was reported that a new European Zinc Syn- 
dicate had been formed, including interests of Germany, 
France, England, and Poland However, the distinction be- 
tween international cartelization and syndication on the one 
hand, and foreign ownership on the other hand, should be 
borne in mind 

t 

Tin 

e 

The United States is the largest consumer of tin,^® mainly 
because of its important tifP|}late industry, but is dependent 
upon other countries for the raw material, some of which 
IS produced by the Banca, Billiton, and Singkep mines of the 
Putch East Indies, by those of Bolivia, and, to a small ex- 
tent, by mines in China and Siam However, the production 
in^British regions normally approaches one-iialf of the world 
supply This latter production occurs to a small extent in 
Cornwalf, the mines, of v/hich were once the world’s chief 
tin source, and also takes place in Australia and British Af- 
rica But British ^Malayan output is the dominant factor. 
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The ore production there is no longer so important as for- 
merly, but Smgapoie remains the world’s greatest tin smelt- 
ing center, and m a recent year, for example, the United 
States obtained nearly eighty-five per cent of its supply from 
the Umted Kingdom and the Straits Settlements The gov- 
ernmental measuies designed to retain the Singapore 
dominance have been noted above as a form of public con- 
trol, but that control m turn partly rests upon private ex- 
ploitation 

Sulphur and Pyrite 

The^jomt Italian-Arnmncan sulphur monopoly' based upon 
predominance of Italy and the United States in sulphur pro- 
duction and exeicised’* through price agreements of private 
interests, was described m the preceding chapter on public 
controls The market domination rests upon a background 
of Italian governmental consortium measures, and at the 
same time constitutes an interesting case of private market- 
ing exploitation by means of an international affiliation 
Pyrite, as a source of sulphuric acid, competes with 
sulphur with difficulty, due to a more expensive process The 
case of pyrite involves private ii^rnational exploitation for 
there have been British and some French investments m the 
important Spanish deposits, while capital from the United 
States has been active in the fields of Canada, Cubaj and 
Mexico, and even of Cyprus. 

Aluminum 

This metal finds important use in engine construction, where 
lightness and resistance to oxidization are desired, and in 
the making of utensils It is often pointed put that it h^s 

PohHcal ani Commercial Geology, pp. 317~336, Sec on Tin (bv 
Hill, J M ) 
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most of the virtues of iron, in addition to its own, and might 
rival that king of metals if expensive difficulties of recovery 
were overcome The United States is industrially dominant 
in this case 

The leading production countries are the United States 
and Canada, and others include France, Ireland, India, 
Italy, and several countries of South America In the United 
States the Aluminum Company of America possesses most 
of the deposits,^ and the same company ov/ns important 
amounts of the stock of most of the aluminum works of this 
country nnd^Canada, it has established its premier position 
through expansion of electrical plants, patent controls, *pos- 
session of domestic deposits, and acquisition (ft new de- 
posits m South America It is reported to have been a party, 
before the World War, to agreements with a French group, 
L Aluminium Francaise, and a German-Swiss combine, 
Aluminum Industrie A G , for the stabilization of world 
prices 

<r 

Emery and Corundum 

Of these abrasives, the chief countries producing the former 
are the United States an4ir Greece, while the latter is ob- 
tained chiefly in South Africa, India, Madagascar, Canada, 
and the United States The Greek emery industry was 
placed under French control during the World War 


Magnesite 

The Uni^-ed States is the leading producer of magnesite, but 
also imports some of this material used in metallurgy, as m 

^ U S Geojogical Sui\ey, of ctt ^ pp 66 et seq 

Palitical and CIom 7 nercial Geology^ 3-4-9“3 55j Sec on xVluminum 

,(by Hdl, J M ) 

/bid ^ pp 356-362, Sec on Emery and Corundum (by Katz, F J ) 
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refining furnaces and crucibles Other producing deposits 
are located in Lower California, Austria, ^Greece, Canada, 
and off the coast of* Ven'^zuela American interests have 
operated in Lower California, the Venezuelan islands, and 
Canada In a recent year it was reported that of seven 
companies operating the Greek deposits, four were ap- 
parently Greek, one English, one Dutch, and one from the 
United States 

Guaphite 

Graphite, used in crucibles, lead pencils^ electrical -work, and 
as a lubricant, is obtained from widely scattered ^eposits^ 
some of them in Bavaria, Chosen (Korea), Mexico, and the 
United States, but the largest output is in Ceylon and hlada- 
gascar British concerns control the situation m Ceylon, 
and a British company operates a concentiatmg plant in 
Madagascar British interests also apparently own some 
deposits in Italy and Spam, while there is also Belgian 
capital in Madagascar British^ French, and Italian in- 
terests dominate the European marketing of graphite 
Capffal from the United States has mines in Mexico and 
Canada 

Mic^ 

The United States is the chief consumer of mica, important 
m the electrical industries for insulating, and also used in 
making stove fronts and sundry other aiticles, and ihi:? 
country, like others with a highly developed electrical in- 
dustry, IS dependhntr m part, upon imports India, Canada, 

U S Geological Survey, of cit , pp 69 seq 
P allheal and Commei cial Geolog\^ pp 363-371, Sec on Magnesite 
(by Stone, R W ) 

U S Geological Survey, 0^ a/ , pp 6^ et seq ^ ^ 

Political and Commercial GeolQg\^ pp 372-379, Sec ou Graphite 
(by Ferguson, H G , Grout, F F , and Dub* G D') 
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and the United States account for nearly all of the world 
production of sheet mica, but much the largest output is 
from Indiad^ In that country tile enterprise is partly na- 
tive, but before the war there w^ere also British, German, and 
American interesd:s In Canada the General Electric Corn- 
pan}^, of the United States, owns a large mine, and a com- 
pany from the United States has also operated in Brazil 

Asbestos 

The United States is the largest manufacturer of asbestos, 
obtamedjDartly domestically but chiefly by import, and used 
as an insulator against heat Canada is much the largest 
producer of the raw material, and other worked deposits are 
in Russia, Australasia, South Africa, '^and Italy The busi- 
ness interests in the Canadian field are Canadian and Eng- 
lish, wdth some from the United States, but apparently with 
British predominance. British interests also apparently con- 
trol production in South Africa, Australasia, and Italy 

Bis:muth 

Bismuth is used in the chemical industries, and is produced 
chiefly m Bolivia TheJUniied States produces a con- 
siderable proportion of its domestic consumption, but im- 
ports a marginal amount In Bolivia an export tax has 
been in operation, and a British firm, with affiliations with 
concerns m other countries, apparently controls production 

Monazite, Thorium, and Mi^othorium 

Brazil and British India, particularly the former, are the 
chief producers of the raw material, monazite, and the 

U S Geological Survey, of ett ^ pp et seq 
Political und Qoimnerctal Geology y pp 380-387, Sec on Mica 
(b> Hall, HA) 

Ibid.y pp 3SS-401, Sec on Asbestos (by Bowles, O) 

The AnnaUy of ett ^ if 34 
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United States is the largest manufactmer of thorium nitrate 
and gas mantles Before the World War German interests 
dominated the Brazilian situation, \vith an agreement with 
the Brazilian Government granting them a monopoly of the 
monazlte sand deposits of two important states, and this was 
accompanied by a Brazilian export tax When deposits 
were discovered m India m 1909 German interests also came 
into control there, as a result of the war British .interests 
took over these deposits. American concerns are reported 
to have been active in Brazil, but it is reported that the 
world’s supply is now dominated by French, ^^razdian, and 
Brifish interests 

Borax 

The case of predominance of British interests in bora;^ pro- 
duction in the United States, the chief source of world sup- 
ply, and in other countries, has been noted in a previous 
chapter dealing with world combines 

Phosphates, Potash, and Nitrates 

The highly important cases of phosphates, potash, and ni- 
trates were discussed in the preceding chapter on public 
controls, but it should be recalled that they also involve 
noteworthy instances of private international exploitation 

Dlamonds 

A list of the world’s essential raw' materials can scarcely, be 
said to include diamonds, yet the international industrial 
control m this instance has not been without a considerable 

Ibtd ^ pp 8i"8z, Political and. Coinrnerhal Geology^ pp 216-222, 
Sec on Monazite, Thorium, and Mesothonum (b} Moore, R B ) 

Although the Secretary of Commerce of the United States, in_^ in- 
cluding this Item in a category of foreign controls discussed jn a recent^ 
address on this subject, has peimitted himself the hnmor of remarking tha^ , 
diamonds are essential to the American business of preparation for^marriage 
T/ie of cit j pp 82-83 
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economic infportance Diamonds are obtained m South 
Africa^ the Belgfan Congo, India^ and Brazil, but in recent 
periods all but a small percentage of the total output have 
been produced by the Kimberly mines of South Africa 
There one leading compan}^, the DeBeers Consolidated 
Mines, Ltd , dominates production and is the largest factor 
in a diamond S3mdicate This company was originally a 
consolidation of all the mines m the Kimberly district, and 
later acquired a <^^ontrolling interest in the Premier Diamond 
Mining Company, of the Transvaal, the second largest pro- 
ducer iThe^ German mines in former German Southwest 
Africa were taken over by the Anglo-American, and tliose 
of the Belgian Congo by the Societe Internationale For- 
estiere et Miniere, both of these groups involving American 
interests Restriction of production has been practiced 
among some of the leading groups, wdiich, shortly after the 
World War, concluded an agreement This agreement in- 
cluded the following features (i) Allotment of supplies to 
the market on the basis of sales in the preceding quarter; 
(2) allotment of quotas to DeBeers, 51%, Premier iS%, 
Jagersfontein, ic%^ and Southwest Protectorate, 21%; (3) 
a London syndicate as an ^#?clusive sales agent, (4) a fixing 
of the price paid by the syndicate, and a division of profits 
between s^mdicate and producers This arrangement ap- 
proached the status of public control, through the participa- 
fion of representatives of the Union Government of South 
Africa in the negotiations, but was primarily a case of 
private control 

" Gold 

The principal gold producing region at the present time is 
thf Transvaal,. with the United States second, and some pro- 

U S Geologic^^’l Sur\^\, op ctt ^ pp 49 et seq For an exhaustive 
compilatipn of data on \arious phases of the gold and silver situation in 



EXPWITAYION of raw materials 587 

duction in Australasia, Russia, Canada, British Lidia, Rho- 
desia, Mexico, and numerous other countries Altogothei 
the British Empire has been producing over half of the lota! 
output and the United States one-fiith to one-fourth Pri\ ate 
control is especially difficult to tiace m this case, since the 
securities of gold mining companies are frecpaently trans- 
ferred freely among different individual ovrners in inter- 
national financial markets The following is a roughly ap- 
proximated summary of such control The United States 
— largely natne, a small percentage British Canada — 
roughly two-ihuds American and one-third Bry:ish-> hlexico 
— British, American, French, and German, in order named 
Colombia*' — British one-half, and French, Belgian, and 
American Central^ America — British one-fourth and 
American one-fourth Russia — formerly much German 
capital Chosen (Korea) — some British and some Ameri- 
can capital, some of the best deposits having been obtained 
as concessions to Americans before Japanese assimilation m 
1910 Japan — largely if not entirely native, smce^ mineral 
ownership is reserved to the Government, which may grant 
working rights to persons and companies, and since a law of 
1890 excluded all foreigners fr<im such rights, though a law 
of 1900 admitted foreigners to them if their establishments 
be placed under Japanese control China — Japanese and 
other foreign Belgian Congo — partly American Austral- 
asia — formerly largely German, recently small amounts di 
Dutch and Belgian capital, but mainly British The Traps- 
vaal — formerly lafgely German, but recently mostly British 
" •% 
the United States and throughout the -vAorld, \olumes published b\ the 
Conunihsion of Gold and S the? Inqnnv, U S Senate (Pursuant to S P.esol 
469, 67th Congress, 4th Session, May 29-31, 1923), serial numbers i to 9 
incl , appearing in 1923, 1924, and 1925 

Political and Commercial Geology^ fP 4-62.-491., Sec on Gold ( bV 
Orchard, John E ) 



S88 INTERNATIONAL ECONOMIC RELATIONS 

9 ^ 

interests j witii some French interests The case of gold is 
pnriicularly interesting because of the large amount of in- 
dustrial control which had been obtained before the War by 
German interests m areas which were possessions of other 
leading world pQ^wers. 


Silver 

Silver^ used somewhat m the arts and considerably in the 
manufacture of ^subsidiary coinage m gold standard coun- 
tries, is particularly important in silver currency countries 
such as China and British India Approximately half of 
the world’s supply is obtained in the extraction of (fcher 
metals, such as lead and copper The United States, Mex- 
ico, and the British Em.pire, especially m Canada and 
Australia, are the leading producers, but the American and 
British controlled shares are enhanced by private foreign ex- 
ploitation In this wray the United States, with its 
own mines, wnth over half of the world’s smelting and re- 
fining capacity, and with private control of approximately 
one-half of the Mexican and one-fourth of the Canadian 
output and much of the output of Central and South Afner- 
ica, attains a total share o^jwell over one-half of the world 
supply British interests are active m Canada, Australia, 
India, Africa, and also in Mexico In this case also, as in 
that of copper, lead, and zinc, trade control has been added 
to industrial control, and the London silver market has 
tended at times to dominate international trade m silver 
and in turn to be dominated by a few le^ing firms, which is 
not altogether unnatural in view of the large demand for 
silver in British India 

U S Geological Sur\e}, of at ^ pp 49 et seq 
^ Pohtaal afd C commercial Geology^ pp 495—505, Sec on Silver (by 
maine, F W ) Cf also Commission of Gold and Silver Inquiry^ U S, 
^’^enaiBy of at 
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Platinum 

Useful in the chemical and electrical industries and in the 

t 

arts, platinum has been chiefly obtained in the Ural moun- 
tain seftion of Russia and m Colombia, and also in very 
small amounts in Canada, the United States,^ and other coun- 
tries Following the World War, the Russian output 
tended to decline and that of Colombia to increase Before 
the War, the Russian field was dominated by French in- 
terests, through the Compagme Internatioiiale du Platine, 
which owned mines and had exclusive marketing contracts 
with^two large Russian producers But the lergesl part of 
the Russian output v/as refined by one concern m England, 
and there were othei; refining concerns m Germany, the 
United States, and other countries, some of which^were 
structurally interlocked/'*^ In Colombia, through companies 
subsidiary to one New York company, piivate American in- 
terests are dominant. 

THE SIGNIFICANCE OF PRIVATE FOREIC-N 
AND INTERNATIONAL EXPLOITATION 
OF RAW MATERIALS 

Thus private foreign and intent ? 4 :ional exploitation of raw 
materials, though less spectacular, is much more widespread 
(almost universally so) and basically more significant than 
the cases of public control of these fundamentals of world 
industry It is particularly disclosed in the field of th^ 
world^s minerals, in which the United States and Great 
Britain are far m'^the lead, their ownership and output 
through political possession being greatly enhanced by such 
private control, and m which the other leading countries 

U S Geological Sur\ev, op a/ , pp 47 et seq^ ^ 

PohHcal and. Commercial Geolog\\ pp 505-521, Sec cm Platinum^ 
(by Hill, J M) 
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hsve beefi^ before the World War, Germany, France, and 
5,elgium, and Japan, and since the war, this same list but 
with Germany’s positiog greatly ceduced and with Japan’s 
tending to enlarge The industrial success of these coun- 
tries in such extensions of private economic activity has con- 
tributed m a major way to their becoming and remaining 
W'orld powers, and is explained partly by the economic and 
political foreign policy of their governmients but even more 
so by the aggressiveness and efficiency of their private in- 
dustrial interests^ On the other hand, this international in- 
dustrial system^ although it involves possible disadvantages, 
may aIso*be fiewed, so far as exploited areas are concetfued, 
as bringing about the development of primary industries in 
countries where otherwise such developm-ent might not take 
place *cr might occur very tardily and as thus also con- 
tributing to the industrial advancement of the world as a 
whole Isolation is decreasingly prevalent m the economic 
order, and this results less from public policy than from 
natural economic processes, such as those indicated m the 
instance^ cited above, these processes are more obviously 
and imrnediateh’' commercial, but the most fundamental 
ones are industrial In short, commercial ties bind, but 
the industrial structure underlies, the economic world 

The port v as de\ sloped at the Worla EcorxOi-me Conference, 
Geneva, 1927, that ore of thx, rr>a]or eccno>nc d rFcultics ct th--^ time is 
the lo\\ le ci of use of cap tal goods, ard that th s aid cirer pioblems 
might be paith soKed U dv,\ e^opment of unuSv^d or iiiadcquateH 
dc\ eloped resources througho": the f^Oxid could mitiat.-d ard financed” 
(Vile U S Department of State, Repo/t of tJ^e or tht America?: 

Delegate o/z 10 the Lner lai.o lal Econonne Cohje? e/iue^ May 4— May 

~3) ^ 9 ^ / y PC a -ij 

X B While meie international cartelization is to he carefully dis- 
tinguished from actual foreign ourciship, reference should be made in 
this chapter to the cases of foreign o\\rership in-^ohcd ir the “world 
truSIs ” described in Chapter IX {siRta) and in the Appendix (mfra) 



CHAPTER XV 

« 

WORLD ECONOMY AND WORLD POLITICS 


THE BASIC ECONOMIC CONSTITUTION AND 
^ POLICIES OF INTERNATIONAL RELATIONS 

fT“^HE PRESENT volume should not be concluded 
I without a suiiimary view of the contents of the fore- 
-A going chapters and a coordinated observation of the 
chief principles and processes therein discussed The gen- 
eral purpose of this study is to consider the form and func- 
tioning of the world economic and politico-economic order, 
which IS a thing of such organic and coherent natuj*e as to 
justify the term Vvorld economy This order, while involving 
certain basic and related factors, such as those of geography 
and demography, and of law ar^d^olitics, from both a prac- 
tical and a theoretical economic viewpoint, primarily falls 
into four cardinal parts, namely, woild industry, world 
trade, world shipping, and world finance To be sure, in- 
dustry is commonly thought of as a national or local phe- 
nomenon, partly giving rise m turn to the other processes 
such as mternationrs! trade, but enough concrete facts have 
been presented above to disclose the presence of a true in- 
ternational industrial structure, apparent not only in the gen- 
eral industrial interdependence of nations, but more particu- 
larly in a growing fabric of strictly international i^idustrial ^ 
enterprise ; and the industrial strueture Is the core of tho* 

59 ^ 
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economy^ wtether the latter be a national or the international 
(Tne 

Thus, the industrial phase of^ternational economic re- 
lations IS doubtless the most fundamental and the purpose 
of the immediately preceding chapters has been to Examine 
it The usual, if not almost exclusive, approach to analysis 
of such relations has been through a consideration of inter- 
nationahtrade, with more or less completely separate treat- 
ment of shipping and finance^ and v/ith consideration of in- 
dustry as important but as involved m a somewhat incidental 
and hapjiazard way It is true, and significantly so, that 
all of these major processes are interrelated, indeed it iS one 
of the purposes of this study to emphasize that fkC'^ It is 
also true that international trade constitutes a kind of auto- 
maticT representation of all of the said processes, that it is 
the result which flows from all of the industrial conditions 
and relations lying back of it and calls into existence as 
auxiliary to itself the stream of transportation and much of 
the course of finance But it also must become apparent that 
production, though of course influenced ultimately by, as 
well as influencing, consumption, is the starting point^ the 
most fundamental phase oi the entire process, and that such 
things as trade, and consequently shipping and finance, can- 
not be properly understood without first recognizing the in- 
dustrial basis The specific purpose here, then, has been to 
survey and analyze, m a comprehensive and coordinated way, 
this structure which is basic in world economy 

THE SETTING OF WORLD ECONOMY 

o 

In turn world industry, like the others of these four major 
processes of world economy, cannot be substantially com- 
pr'ehended without a preliminary view of the basic and re- 
Jated factors m which it finds its setting Of these clearly 
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the basic ones are the geographic factor and t^e social fa^:- 
tor, or m terms of natural science, environn^ent and mai\ — 
these are the two prinfe agents. They are so familiar that in 
one sense reference to them as such seems trite or highly sum- 
mary, and yet in another sense, their very familiarity, to- 
gether with their real complexity, leads to their frequent 
neglect m attempts at a perspective understanding of the 
economic processes The innumerable facts and forces of 
the environment, including not simply such inescapably ob- 
vious things as mineral resources, but also s^oil, topography, 
lakes and rivers, coast line, and climate, and the total non- 
hum?in organic environment rising out of this iAorganic set- 
ting, constently and inexorably condition society's economic 
development, to explain any given phase of the economic 
relations of certain parts of the world, the peculiar® geo- 
graphic conditions present must first be taken into account. 

The social factor is equally basic This statement, also, 
IS in a sense a reaffirmation of the obvious, but bears repeti- 
tion Similarly this factor is one which is highly complex, and 
which IS not yet reduced and may never be reduced lo com- 
plete^analysis , such things as the personal whims of consump- 
tion in a given market area of the globe often defy dissection, 
and in dealing with an economic problem a dismissal of the 
conclusion with a simple reference to the psychological fac- 
tor IS a humor that reflects the ever-present variable and 
indeterminable element in things economic Since, however^ 
the purely human phase largely accounts for the entire func- 
tions of labor and management, as well as for the conscious 
direction of land and capital in the economic order, this 
factor cannot and need not be waved ay^ay as intangible in 
the treatment of economic phenomena, local or international 
However difficult it may be to deal with^such matters ima 
quantitative and exactly measurable way, they calinot be 
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igtiored iri examining the economic relations of different 
aj-e^s Density find employment of population, emigration, 
and immigration, conseguent supply aTd character of labor 
and also of management, a probable difference m the eco- 
nomic capabilities of different races and regions, and the 
relation of population and resources — these things must 
be taken into fundamental account and indeed may be at 
least roughly estimated en masse in a comprehension of 
the economic status of the various countries and of their 
position in the structure of world industry and of total world 
economy 

These twe factors, the geographic and the social, arorthe 
ones that create the economic system This system, most 
broadly viewed, produces an organization made up of units 
of economy, or units within which the total economic cycle 
of production, exchange, and consumption is generally com- 
pleted Here, while isolated conditions may preserve ves- 
tigial remnants of family or town economy, and while as 
widely different cojjntnes as the United States and Afghanis- 
tan ma^rboast a comparatively large degree of economic self- 
sufficiency, even the most superficial knowledge of the facts 
of international trade or of international economic depend- 
ence for materials or mar&ts compels recognition of an 
established and growing, though necessarily not perfectly 
complete, world economy Within this world economy, how- 
€;ver, must be observed national economies, or units of partly 
distinct character, which are sufficiently diverse to bear a 
complementary relation one to another jyad ^hus to afford the 
most logical basis for a world economic organization, this 
world order is less Ip:e a pool of water than a universe of 
stellar systems, each revolving in its own course but with 
definite relations to the others 

The political organization of the world is some- 
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what different, although much depends upon ^use of terms. 
If political connotes all organized society, then the polit- 
ical order embraces Sie economic o^der If, however, it re- 
fers only to governmentally organized society, then world 
political organization and world economic organization pre- 
sent some contrast Thus viewed, the political organization 
of the world is composed of states, which according to cer- 
tain doctrines at public law possess certain juristic attributes, 
such as sovereignty and independence ^ut the practical 
difficulty of sustaining such unconditional concepts, m either 
theoretical doctrine or the actual problems of mtepational 
law, ^justifies the view that, so far as the world^order is con- 
cerned,J:bey possess a certain artificiality Such things as 
the clashes of theoreMcally complete sovereignty and the 
practical cognizance of states with qualified status^’ are 
cases in point On the other hand, it would be futile to 
attempt a sharp separation of the two orders, which un- 
doubtedly react, one upon the other The constant and far- 
reaching effect of governmental policies upon economic con- 
ditions is a familiar phenomenon, even where such policies 
run Somewhat counter to natural economic tendencies, but 
there are limits to this process example, a nation may. 
by governmental means, such as import duty or production 
bounty, develop within its jurisdiction a branch of agricul- 
ture not ideally suited to the native soil and climate, but it 
cannot artificially create a certain mxining industry where 
the necessary mineral resources do not exist Indeed, tl^ie 
margin within which* purely political forces may alter eco- 
nomic conditions is probably not extremely wide if 4he total 
sphere of economic activities be considered; yet certainly 
some such alteration does occur. In turn the economic or- 
der fundamentally conditions the purely polidcal Goverh- 
mental policies in economic matters are largely the result of. 
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the existing economic conditions and their success ultimately 
depends upon their adaptation to those conditions Again, 
the course of modern history discioses ^ihe tendency toward 
endurance of those states founded upon, not necessarily eco- 
nomic uniformity^ but balance and solidarity in the national 
economy, and the converse tendency toward the decline and 
disintegration of nations possessing no economic unity It 
may probably also be asserted that the unity of the total 
world political oyder, despite many efforts at international 
political organization, through various sorts of conferences, 
concerts, ^alliances and leagues, is considerably less than the 
great and selaom realized degree of unity of the total wGrld 
economic order w’hich results, not from conscious ^Social ef- 
fort, but from the natural and almosf inexorable processes 
of industry, trade, transportation, and finance — processes 
w^hich yield, not immediately a world polity, but certainly a 
world economy Yet through the constant interaction of 
purely political and economic forces the two orders show no 
little tendency toward the emergence of a common world 
order. 

The legal factor in international economic relations is 
somewhat similar, in the^ aspects just mentioned, to the 
political factor of which it is m a sense a part. A consider- 
able part of public international law deals with international 
economic intercourse, by which it is partly shaped Though 
positing an abstract conception of relations only of one state 
with another, in practice it bends to meet the private nature 
of industrial, commercial, and shipping' relations This is 
even mor^ true of so-called private internaiional law, which 
so largely comes inter being as a result of the necessities of 
such relations Moreover, to the extent that these legal sys- 
tems are^not sufficiently adapted to such relations, the eco- 
nomic system itself tende to erect quasi-legal and extra-legal 
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devices^ as m the cases of extra-legal adjudication of commer- 
cial disputes, for th^ accomplishment of tiie same purpose. 

The territorial system^ m on^ sense a phase of the 
geographic factor, and in another sense an adjunct of the 
political system wherein political entities ^ake unto them- 
selves not only domestic jurisdictions but also outiyong areas 
varying in status from colonies and dominions to spheres of 
influence or mandates, is also a system reacting upon but 
largely mfluenced by the economic orders It is true that 
colonies may be acquired for purposes of military and naval 
strategy, or possibly for the sheer purpose o| conquest it- 
self Yet fundamentally the present colonial system or the 
whole'll 'modern imperialism may be chiefly explained m 
economic terms Except under peculiarly favorable circum- 
stances, as of similarity in climate, it leads to surprisingly 
little migration, so that there is usually a degree of hollow- 
ness in the phrase, outlet for congested population ’ e\en 
under conditions of ^territorial propinquity,” but on the 
other hand the system as a whole and almost every part of it 
discloses a certain dovetailing of dissimilar economic con- 
ditions of resources and markets, a certain mutual advantage 
in the complementary charactei^ c?f the metropolitan and the 
colonial economy Much of the justification of the system, 
if carried out without mere ruthless exploitation of the t>T^e 
prevalent in the post-discoveries period and wnthout dis- 
criminatory closed-doors leading to conflict, is found in 
this same fundamental feature of compensatory character 
of the economies involved and of the resulting economic 
development. 

THE STRUCTURE OF WORLD ECONOMY 

It is in this setting, then, upon the basis o*f fundamental geo-, 
graphic and social factors, and in “connection and Interact 
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lion with related political, legal, and territorial factors, that 
world economy stands The one gentraJ principle which gov- 
erns this economy, namely compensatory economic differ- 
entiation, IS best studied, not m isolated phenomena such as 
the export of a Single commodity from a single country, nor 
in the pathology of international relations as m the case of 
tariff retaliation, but rather in the anatomy and morphology 
of the eiitire order and of major and representative parts of 
it; and m makihg the analysis in terms of structure, the 
obvious fact that things economic are always dynamic and 
never static need not be lost sight of — for economic units 
are organisms. As previously intimated, world economy rep- 
resents an order in which national or other regional econ- 
omiesA^ear such a definite and primarily complementary re- 
lation to each other as to form the parts of a whole, trade 
does much to bind them together and trade has been defined 
as an exchange of unlike products ’’ It follows that the 
total order is best comprehended in an examination of the 
make-up of the parts The composition of the economy of 
Great Britain and the consequent give and take between 
it and other parts of the world, wdth a peculiar degree of 
''''industrialization^^ (thari^, development of manufactur- 
ing) and with a vast and constant inflow of raw materials 
and foodstuffs balanced by interest and service payments 
and with a similar outflow of manufacturers and services, 
offers the clearest illustration It is such organic facts that 
explain the many phenomena of international economic re- 
lations and the policies evolved about them. To change the 
simile, national economies are like the units of a complex 
machine, each partly completing its own function but with 
cogwheels steadily mtermeshmg in the increasingly coordi- 
mated machinery of world economy. 

A clpser examination of a major national economy like 
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that of the United States shows the importance of anatysis 
of such a structure in order to understand its relations wi^h 
similar structures el^evAelej and a'teo reveals the tendency 
for such a structure to change, with resulting changes in its 
f 01 eigrPrelations Most national economies ^lay be classified 
as what^ for lack of better terms, may be called complex or 
industrialized ’’ ones, and simple or frontier ones, or as 
those passing from the latter to the former stage, tjie diffei- 
ence is one of economic (though not neces^arJy historical J 
maturity Here of course the geographic and social factors 
are basic Upon them arises an industrial S3/^stem witn d.s- 
tmgliishmg characteristics — and always md^stry^ in the 
broadQ£;^ense of the term, is the corner stone of the structure 
(In dealing with immediate problems thxS is often not suf- 
ficiently emphasized, for example, following the Worth War 
too often the problem of economic rehabilitation in a Eu- 
ropean country was expressed as merely a currency prob- 
lem or a government budget problem, -whereas all these trace 
directly back to the condition of actual pcodiiction ) Ger- 
erally speaking a complex economy is one in which second- 
ary industries (conveision and manufacturing) predominate 
over, or have a relatively larger place compared to^ primary 
industries such as farming, mining, and lumbering, and in 
which industry, whether primary or secondar}y tends to be 
relatively intensive, as m practically ail manufacturing, or 
as in the production of dairy products rather than mainly 
meat and hides or of beet sugar rather than cane sugar, or^as 
m a higher versus a'^lower wheat ^deld per acre To a con- 
siderable extent this is a matter of the relative availability of 
the four economic factors m production, comparative abun- 
dance of land leading naturally to extensive, or of labor and 
capital to intensive, production Industrialization^ that ‘is 
this predominance of secondary industry, ‘tends to lead to 
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versification, for manufacturing tends per se to be diversified, 
aild “^Iso probabl;^ to a relatively larger growth of tertiary or 
service industries Ma^ny other 'phenomena may be dis- 
covered which are either causes or effects, depending upon 
the viewpoint 3?he character of the national wealth and 
income may tend to reflect the type of economy. The size, 
growth, density, distribution, and employment of the popu- 
lation go.back to the social factor, and fundamentally con- 
dition the labor sypply and the relative abundance or scarcity 
of land. The economic maturity tends to produce a normal 
capital surplus, which may be used either as a substitute for 
labor in the form of machinery and other capital good? or 
as a basis for investments abroad, or both Even lEe diet 
may be affected, as m the smaller per tapita meat consump- 
tion in most industrialized countries than in those econom- 
ically frontier countries wEich have livestock industries 
The type of economy in turn shapes the entire normal eco- 
nomic position in its relation to that of other countries The 
very highly industrialized country tends to import raw ma- 
terials (foodstuffs and industrial raw materials) and to ex- 
port finished products, to trade therefore to a considerable 
extent with countries of the^ther type of economy (though 
of course this is not exclusively the case, for unlike manu- 
factures may be exchanged and England still normally ex- 
ports coal), and m the most typical cases to furnish other 
Countries shipping service and capital and other financial 
service, wuth a consequent compensation in the balance of 
payments and with frequently direct felafion between the 
shipping and the trade and between the foreign investments 
and the supply of raw materials While it is not possible to 
demonstrate it to a mathematical nicety on each count, there 
^are fairly complete" indications that the United States stands 
somewhat midway betw^een these two types, say between that 
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of the United Kingdom and that of Argentina or Brazil^ that 
it was formerly m l^e non-industrialized stage, and that it 
has now slightly passed the half-way mark It is this trend 
in the ^national economy of the country, standing out most 
noticeably as an evolution in industrial ?itructure, which, 
broadly viewed, indicates a fundamental orientation in its 
relations with other countries This change embraces a de- 
cline in the proportion of exports of raw products a*nd of im- 
ports of finished articles, and an increase in the proportion 
of exports of manufactures and of imports of raw materials 
It ^pvolves a resulting tendency in the regional direction of 
imports and exports, with a growing purchase of raw ma- 
terialr^rom and sale of finished products to non-industrial- 
ized countries, the greatest proportion of the total tra^e con- 
tinues to be carried on with Europe, but as American national 
economy becomes more like those of that region its foreign 
trade becomes somewhat more like theirs and tends to face 
more toward the outlying ” parts of the world, so that a 
trade future ’’ in Latin America and the Far East^ is mxOre 
than a superficial slogan It accounts primarily for the con- 
version to a creditor position, even though that conversion 
was precipitated and heighten^ by the exigencies of a world 
disturbance It even suggests the possibility of an ultimately 
successful merchant marine, if the matter be vievred in suf- 
ficiently large perspective and if special conditions do not 
continue to impede such a development Reverting to trade 
and back to industry, it explains the increasingly funda- 
mental importance of foreign supplies of essential materials, 
the problem of foreign controls of some of these? materials 
otherwise would not be so acute or*wmuld not exist. It 
presages a further foreign extension of industrial enterprise 
Indeed, it provides a logical basis for Increasing economic; 
imperialism, though by the time ithnight have any^spectae- 
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ular effects m this direction the process of such imperialism 
may conceivably have been diverted ir^to other channels ^ as 
hy international controrof the less developed areas or by a 
revolutionizing of ah industry through die applied sciences 
of syntheiic production — this becomes a matter of specu- 
lation In any event, the industrial structure of countries 
is most fundamental m explaining their foreign economic 
activities^ and relations, and consequently policies^ and it 
stands as the fcrandation of the national economies which 
by their differentiation and interrelation comprise world 
economy^: 

RAMIFICATIONS OF THE STRUCTURE Al^ 
INTERNATIONAL PROBLEMS INVOLVED 

However^ the practical extent of the interrelation of national 
economies is m_ore fully shown, not merely in industrial in- 
terdependence, but in the degree to which industrial enter- 
prise extends beyond one country into others, often joining 
With thsjt of other ‘countries to form international enterprise 
Unlike international trade, this process is not tallied up at 
national borders and made a matter of comprehensive public 
record capable of measurcii^nt, but enough cases are ap- 
parent to evidence a world-v/ide fabric. Consideration of 
these phenomena becomes a politico-economic question, and 
national policies, as shaped by these forces and foi such 
purposes, muist be taken into account. The status and form 
of domestic enterprise as organized wholly or partty for for- 
eign activity, particularly among the industrial powers, usu- 
ally finds dittle impediment in domestic policies Its treat- 
ment with regard to incorporation, taxation, combination, 
and practices is seldom if ever discriminatory because it is 
ior foreign purposes, although it may be hampered inciden- 
tally by policies adopted lor domestic purposes, as in the case 
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of the American anti-trust laws The movtoient toward 
combination of industrial enteronse into far^e and power- 
iul units has characterized the modJrn period m the leading 
countries, and has been an important factor in the foreign 
extension of such enterpiise The laws of i^e United States 
have probably been the most severe m this regard, but even 
here there is some tendency toward their moderation as ap- 
plying to foreign acliviaes, if not for production, ab least for 
exportation, as in the case of the Webb Act and even for 
production in the case of amelioration of taxation, regardless 
of ^ns, American, as well as British, German,^ French^ and 
other industrial enterprise has played a prominent part in 
the gTr?wth of an international industrial structure In 
some leading countries there have been tendencies, Jn na- 
tional policy, not to impede but to encourage, such foreign 
extensions 

Viewing the matter from wdthout rather than from within, 
there is found to be, conversely, much ingress of foreign 
industrial enterprise, and this with some but surprisingly 
Iitcle discnmunation against it because it is foreign Im- 
portant restrictions on foreign exploitation of resources exist 
in some countries, but m the,^ei!idmg countries incorpora- 
tion or establishment of branches, taxation, combination and 
trade practice ’’ are generally on the basis of national treat- 
ment This applies also to the question of '' industrial prop- 
erty rights/^ although here a primary difference in nation^- 
systems, as betv/een the United States, with its absence, of 
a compiilsoiy working clause for patents and with its prin- 
ciple of priorit}^^ of use rather than of registration trade- 
marks, and other leading countries, results m a certain prac- 
tical inequality in spite of the national treatment largely 
arranged by bilateral and multilateral traatiel Thq problem^ 
of multiple taxation has recently caused" some concern, not 
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so much be«5ause of non-national treatment as because of 
duplication of ta*k jurisdiction, but as a/esult of modification 
of laws m some of thd^ principal countries and of interna- 
tional conferences, there is promise of solution of the prob- 
lem, probably <rfiiefiy along the lines of exemption in the 
country of headquarters (residence) (except for shipping 
and possibly purely financial processes such as loans), al- 
though an incidence shifting process indicates a certain logic 
in exemption in country of operations (source) Yet, how- 
ever serious these special difficulties may be, they are ex- 
ceptions^to a fairly general rule of freedom of extensioji of 
enterprise from one country to another. 

Thus, with several important exceptions, this ^^ension 
is not appreciably impeded by the laws and public policies 
of most countries, and in some instances is especially en- 
couraged, as by tax exemption, by the policies of those coun- 
tries from which the extension takes place Moreover, it 
may be peculiarly facilitated, not so much by general statu- 
tory co^imitment^, but by special and varying systems and 
practices involving leases and concessions granted in an ad- 
ministrative way These special leases and concessions, and 
particularly the latter, are«.v^ilable either under general leg- 
islative provisions or more especially under special con- 
tractural arrangements, are frequently coupled with loans as 
the quid pro quo, and are found in many countries of some- 
yffiat different t^q^es, wffierever there is special opportunity 
and need for foreign enterprise. But they are most signifi- 
cant in the so-called economically “ backward areas, in 
those countries wffiich are comparatively undeveloped in an 
economic way — in the Near East, Africa, Latin America, 
and the Far East They have been most utilized for the de- 
velopment of mines and of railways and other means of com- 
n^unication such as cabk and wireless plants, but have ex- 
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tended to lumbering, to factories, and even t& agricultural 
plantations. They have been associated at tanes with sph'eres 
of influence and spheres of interest^ and have been used as 
wedges for the advancement of economic imperialism, to 
some eitent leading to disregard of native communities and 
to conflict between rival powers But they are by no means 
sinister per se, and have often led to an interesting degree of 
cooperation, not only between the power and the native 
country, but also between the interests of ^le powers them- 
selves, as in the case of the joint participation of interests 
of various nationalities in common enterprises The sys- 
tem doubtless reached its height in Africa, where the absence 
of weSa^rganized states permitted it to result in partitioning, 
but in other cases of® old established states it has taken a 
more complex form, as in the case of the former turkish 
capitulations 

The case of China is probably the most complex one 
There, in spite of the existence of a long established sovereign 
state, there grew up in the last century and the earljr part of 
the present century, an intricate system of special foreign 
economic rights and interests, aside of course from certain 
outright cessions as of Hongkong, Taiwmn (Formosa), and 
Chosen (Korea) It involved leased territories, area con- 
cessions (special foreign residential areas), foreign post- 
offices, and, extraterritoriality It was colored or limited 
by such political arrangements as the Anglo- Japanese All?- 
ance and the Four-Power Treaty of 1921 which superseded 
the latter It inclu 3 ed such general arrangements between 
the powers and China as commercial treaties giving access 
to foreign enterprise, particularly in th^ open ports, and with 
generalization through most-favored-nation clauses, and as 
bilateral arrangements between powerig cbvering^ specific 
technical matters such as industeal property rights. Jt 
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removed thiuese tariff autonomy^ and a particular arrange- 
roier^ placed tariM administration under joint foieign admin- 
istration though not th^reticall/ beyond native sovereign 
jurisdiction In addition to these general airangements af- 
fecting foreign ij;iterests more or less equally, it enforaced 
innumerable special arrangements with given foreign inter- 
ests or governments, covering concessions for mines, rail- 
ways, waterways, and other communications, and many other 
types of economic enterprise These concessions were fre- 
quently made m return for loans, so that a netwmrk of both 
foreign concessions and foreign debts grew up The process 
led at one tiiiie to a system of spheres of interest, mosC, if 
not ail, of these later nominally lapsed or were repudiated, 
although certain phases of the twesty-one demands of 
Japan and the continued position of Japanese interests and 
rights in South Manchuria amount to the same thing The 
desire of the United States to bring about the concuirence 
of all the powers in the American policy of the Open-Door 
and equality of opportunity brought these and other Far 
Eastern questions into consideration at the Washington Con- 
ference of 192 1-22 , there a number of resolutions and agree- 
ments were adopted for the promotion of that policy, and 
also looking toward general moderation of foreign control 
in China, as in ultimate withdrawal of extraterritoriality and 
revision of customs, though subsequent developments m both 
international negotiations and local politics indicate the prob- 
lernatical nature of the future position of the powers m that 
country. From the present viewpoint tlfe interesting phases 
of such cases are the system of devices which were developed 
for special access for foreign enterprise in that country, the 
degree of community of interest and action developed among 
thepowers and between the powers and local interests, rather 
than the conflicts involved, and the basic differentiation of 
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economies which produced such community of interest. The 
growth of economic^ nationalism m the non-mdustrialized 
countries may check the process of maintenance and increase 
of special foreign economic interests there, but unless and 
until this leads to general native economic development and 
particularly to industrialization such countries are likely in 
the long rim to accept, perhaps under more equitable, more 
uniform, and more favorable political arrangements, the 
participation of foreign economic enterprise^, economic needs 
do much to shape political devices 

^Turning again from the special problems o| the^econom- 
ically outlying parts of the world to the field of the leading 
indusfnSlized countrie^s, it is observed, not only that in mat- 
ters of status there is a general facility for the exter^ion of 
economic enterprise from one country to another, but that 
there is a laige volume of such extension, and that, most in- 
teresting of all, there is a remarkable degree of international 
affiliation of such enterprise, in other words, that viewed in 
the light of organization and combination t&ere are m^^ny con- 
cern^ which may be roughly termed world trusts ” These 
combines have taken the many different forms and utilize 
the various devices familiar in;3!th!b domestic field, including 
agreements, mutual or subsidiary stock ownership, holding 
companies, interlocking directorates, banking connection 
control, and patent control, although they have amounted 
to outright mergers and amalgamations less often than in the 
American domestic field Many if not most of them h£^^e 
their origin in Europe, and therefore tend to take the cartel 
or syndicate form for control of production or sales^or prices 
Most of them tend toward monopoly, but few if any of them 
amount to or even approach absolutely complete monopoly 
of world-wide scope There are buyer dpmbines, and com--* 
bines of service industries as in the' case of radio but mo 3 l 
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of them exist among the material industries and are for the 
purpose of controlling in one way or pother either produc- 
tion or marketing or both The World War and its immedi- 
ate results, such as economic nationalism, formation of new 
boundary lines, currency depreciation, and general industrial 
stagnation, destroyed some of the former organizations but 
also helped ultimately to produce others, and since the war 
there has been a steady regrowth of such combines More 
recently this tendency has been accelerated, and has resulted 
in the emergence of many international affiliations of enter- 
prise, p^rtici^larly in the metallurgical and chemical ii]4us- 
tnes The Steel Entente is perhaps the most significant ex- 
ample of the tendency and of its indirect bearing®!^ such 
politi(^I events as those of Locarno and Thoiry In some 
phases the new movement is somewhat distinctive, involv- 
ing a trend toward vertical as well as horizontal integration 
and toward constructive benefits, as wrell as mere control, as 
in the exchange of industrial processes That this growth 
of mtesnational affiliation of enterprise centers as much as 
it does m Europe might be interpreted merely as indicating a 
trend toward closer economic relations among the nations 
of that region, towmrd a ^ liiited States of Europe,’^ but it 
is sufficiently widespread in its total fabric, involving Great 
Britain and even the United States, and in some respects 
other parts of the wmrld, to amount to a broadly international 
phenomenon Nor is the movement necessarily a dangerous 
one. W'orld trusts, like domestic one^ may involve possi- 
bilities of economic evil, but stabilization of essential in- 
dustries and their international markets and the prevention 
of internationally dekructive competition is, within proper 
lirnits, wholesome In any event the total result is an im- 
.portant part of the framework of a world industrial structure 
" However, status and® organization are not the only major 
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phases of this structure. It is obvious that natural resources 
basically condition the amount and charac^r of the indus’- 
trial development of* a country and its economic relations 
with other countries. Consequently, although it has been 
asserted with some degree of truth that governments do not 
possess economic intelligence, the world powers at least in 
time of emergency take stock of their respective resource 
positions But national economic self-sufficiency e:^ists no- 
where, not even in the United States, whe^ in fact indus- 
trialization tends steadily to reduce in important particulars 
whatever degree of that sufficiency has existed Indeed, as 
modern industrialization goes on apace, an iiicreasmg di- 
versitjfe^’^iears in the raw materials used, and the leading 
industrialized countries, while less dependent for finished 
products, become more and more dependent upon other*" coun- 
tries for supplies of raw materials (for food and for manu- 
facture) of which they possess none, as m the case of the 
United States and rubber, or not enough, as in the case of 
the United Kingdom and wheat and meat and w^ool — to 
mention only a few of hundreds of instances An inventory 
for the United States reveals a score or more of such cases, 
and other leading countries are ev^n less favored Because 
there aie international wars or even international monop- 
olies, a nation may be justified in formulating policies look- 
ing toward as much economic independence as possible, but 
as with individuals in a community it is impossible for^ 
them to attain isolation, without economic disruption ai^d 
retrogression 

The problem, therefore, of raw materials is one pf major 
importance in international industrial relations, and its acute- 
ness is increased by the fact that there are certain public 
controls affecting it Governments, by means’ of export du- 
ties, preferential or otherwise, trader embargoes, regulation^ 
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arid assistance such as financial aid and compulsory syndi- 
cation, and actual participation, in a number of instances 
control supplies and tend to causC a mdmpulation of indus- 
trial essentials m the world market This is particularly 
effective in instances of approach toward world monopoly, 
and is found in the cases of rubber, tin, jute, nitrates, and 
potash, and in a considerable number of other instances 
Such cases have led to some international friction, and doubt- 
less call for som^ adjustment of the problem They are not 
unnatural (psychologically) where the control is instituted, 
as it usually is in the beginning, to prevent failure or loss to 
an industry ili a period of price collapse, and, as in the^do- 
mestic problem pf restraint of trade, it is not alw^jg, easy 
to draw the line between justifiable attempt at prevention of 
price disaster and unfair manipulation for undue profit In 
the latter event they not only suggest the need of adjust- 
ment, but also reveal the peculiar dangers of too much gov- 
ernmentak entrance into business, national or international, 
with a thwarting oi the natural readjustment which economic 
forces bring about if allowed to operate Although they 
constitute one of several types, these cases, by their atute 
character, sharply disclosp the existing degree of interna- 
tional economic interdependence and show that the ramifica- 
tions of the industrial order are world-wide. 

One particular resource problem is of more or less spec- 
tacular character, namely that of petroleum This case is 
conditioned by the strategically important uses of petroleum 
products, by the limitation and uneve?x distribution of the 
world's off reserves, and by the fluidity and rapidity of the 
exploitation, production, transportation, and consumption of 
the commodity, these factors account for the rise of the 
problem in recent, decades and also suggest that it may 
possibly decline on disappear in the not far distant future 
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Meanwhile the petroleum question has coloredi, the relatiohs 
of many of the leading industrial powers with each other ^nd 
with outlying counties; ihhas run l^ke an iridescent stream 
through the channels of foreign affairs of nearly every region 
of the world It involves governmental control and partici- 
pation, private foreign exploitation of first magnitude^ and 
closed-door policies in many regions, and discloses to a 
peculiar degree the extent not only of economic dependence 
of leading nations but also of the influencing by such matters 
of national law and public policy, diplomacy, treaties, and 
directly or indirectly almost every imaginable phase of in- 
ternational relations, including those between the^ United 
States and Mexico, Great Britain and Turkey, France and 
Great Britain, Great Britain and the United States, and 
many others It demonstrates, of course, that to*' some 
extent there is such a thing as rivalry between nations 
concerning essential resources But it is a spectacular, 
and probably atypical rather than typical, case, so far as 
conflict is concerned, and in the mam is, like others, a 
demonstration of international economic dependence as 
well ^s of international extension and even affiliation of 
enterprise 

Although they are never s(f much in the limelight, the 
cases of purely private foreign exploitation of raw’ materials 
are doubtless moie typical of the existing order These cases 
are extremely numerous; they extend to some branches oU 
agriculture, to forestry, and to almost every known mineral 
industry and involve particularly an extension of the enter- 
prise of the leading industrialized countries into the eco- 
nomically less developed, and many of <ihe more highly de- 
veloped, countries in which such materials are found The 
entire process is sometimes denounced as a dewice of danger- 
ous imperialism, but it is more sanely vwed partly as 
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m&ans of the economic development of the world as a whole, 
although it is by no means confined to the so-called back- 
ward countries. But it i^ likely to^be acLelerated rather than 
to decline, as the raw material resources of the industrialized 
countries dwindle to even smaller proportions, unless there 
should eventuate either some complete displacement of the 
mine, farm, and forest by the laboratory, or some wide- 
spread diffusion of industrialization, which does not seem 
probable in the near future. More than anything else, it dis- 
closes the international character of the bases of industry, 
the territorial economic differentiation that accounts for 
world economy, and the frequent obliteration of poliKlcal 
boundary lines and the international scope of single enter- 
prises in the world economic order 

««K 

GOVERNMENT POLICIES 

Finally there is the general question of policies involved in 
the world economic system, for public, governmental affairs 
are ultimately the product of private forces and processes. 
The national policies are comprehended in the statement of 
the problems, but the question whether actually international, 
that is, joint, policies arp necessary or feasible naturally 
suggests itself. There is undoubtedly a limited tendency for 
such joint policies to evolve, but they are, after all, largely 
the sum total of the interrelation of the national ones. The 
details of the latter are^ in turn, extremely numerous and 
highly diverse. They embrace at the outset all of the various 
laws and public arrangements which enlist primarily for do- 
mestic purposes but which have foreign effects, including 
such things as American anti-trust and unfair trade practice 
laws, subsidies and aids granted to enterprise m various 
countries, Russian «pr Mexican ^^nationalization or certain 
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or all industries or resources, and innumerable other forms 
of restriction or assistance With certain noteworth}^* 
ceptions, like that of Sovietism, they are generally less re- 
strictive than might be expected in a world order which is 
politicllly characterized as nationalistic ai^d, in fact, polit- 
ically posited upon a nationalistic basis Moreover, they are 
not infrequently shaped, in gi eater or less degree, by the 
necessities or desirabilities of international econoiyiic inter- 
course In the matter of status of enterprise the national 
policies generally place surprisingly little impediment m the 
wav of mter-extension (although the great mass of^national- 
istic restrictions on trade and shipping are well-known) and 
in no 4 -r%re cases encourage it Even where^special problems 
exist, such as those 0? industrial property rights and double 
taxation, there is much less discrimination against foreign 
enterprise as such than might be expected, and m the formei 
case many devices for insuring national treatment, if not uni- 
versally equal treatment, have been developed, while m the 
latter case there are now national and ifiternation^^l efforts 
toward the removal of existing inequities In the matter of 
organization and practices the problem is less one of unde- 
sirable national restrictions t^mof possible need of mtei- 
national regulation of world combines that operate, in a 
sense, m a political no-man’s-land; an international regula- 
tory commission has been suggested, but seems scarcely fea- 
sible under present conditions In these and other similar 
problems in international economic relations, solution is ♦in- 
dicated rather along^natural economic lines, as by economic 
self-help, and along lines of further agreements, bikteral and 
multilateral, more fully covering both specific and general 
reciprocal, though not preferential, treatment in the various 
departments of economic activity, amkable adjus.tment of 
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specific probiems to mutual advantage, rather than joint 
rfeghlation, comiliends itself Further international facilita- 
tion of international enterprise appears to be the present 
need, and international restriction, of the negative type, may 
become more feasible if necessary at a later stage, bilt coop- 
eration would be preferable to compulsion In the field of 
international raw material supply there are now probably 
more national restrictions than in any other of the fields cov- 
ered in the basic»rindustrial structure Here suggestions vary 
from universal removal of such national restrictions to in- 
ternational pooling of supplies or resources, but the more ex- 
treme proposals are chimerical and what difficulties exist are 
more likely to be removed step by step, partly througirnego- 
tiation^and mainly through self-help"^, much is to be said, 
however, for international arrangements for lifting discrim- 
inations, affording equality of opportunity, and preventing 
unfair artificial manipulation of essential supply markets — 
for governmental interference in business is open to the same 
objections m economic principle internationally as nationally. 

Viewnng summarily those policies of nations which more 
particularly or primarily affect foreign and international en- 
terprise, they are seen te t^ke the form of regulation, or 
assistance, or governmental participation, and to be affected 
through legislation, administrative action, contractural ar- 
rangement (as in concessions), and international negotiation 
Snd agreement (through diplomacy, and treaties and other 
agreements) . The treatment accorded by a nation to foreign 
and international enterprise, like thaf accorded to foreign 
goods, may vary all the way from complete access or even 
special encouragemeiit of entrance to complete exclusion, and 
may involve discriminatory exclusion (that is, discrimina- 
^ tion between second and third nationals), or reciprocal treat- 
ment, or national "treatment When a problem arises in a 
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given case a nation may pursue one or more, of Ihree ge’n- 
eral courses for the adjustment of the difficulty withahe 
other nation or nations 5 t may att,empt its own solution of 
the problem, as m the case of foreign raw material control 
by developing its own sources of supply or by forming off- 
setting buyer combines or by reduction of consumption; this 
might be termed the economic solution, and while it is often 
difficult and at times nearly impossible, it is the most natural 
method, and one which, if feasible, is most likely to be effec- 
tive in causing an economic reaction which will ultimately 
bring about a natural economic readjustment of the difficulty 
— is in essence the familiar repercussion off the forces of 
dem^d^^ipon those of supply Again, it may resort to 
politico-economic retahation, m kind or otherwise, or directly 
or indirectly, as by withholding its own important raw ma- 
terials, or debarring foreign enterprise or restricting foreign 
exploitation of its resources, or by withholding loans to for- 
eign industries or countries. Within certain limits or under 
certain circumstances this procedure is not; illogical, as in the 
American withholding of loans to the German potaish syn- 
dicate which had been exacting high prices from American 
potash consumers, but in the extreme forms the method in- 
volves dangers of increase of iiffernational economic conflict. 
Finally, a nation may negotiate with another nation, or other 
nations, in problems of foreign industrial relations Such 
negotiations may take the form of simple protest or request 
for amelioration of the difficulty in a given case, or they 
may conceivably involve bargaining of various kinds, a posi- 
tive process analagous to the negative process of retaliation. 
Generally speaking, special bargaining in such matters is 
illogical and likely to lead to confusion and further inequal- 
ities in the economic relations of nations.^ Negotiation, how- 
ever, may look toward general arrangements, bilateral or’ 
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mifltilateral, mvolvmg national or most-favored-nation treat- 
ment, presumablF reciprocal but not necessarily prefeien- 
tially reciprocal, for eqmtable dealings In international in- 
dustrial relations Aside from purely economic measures, in 
the field of politico-economic arrangements concerning such 
relations the growth of a uniform treaty structure among the 
nations is doubtless most desirable. This can be erected 
along the^same general lines as the ordinary commercial 
treaty structure a|^ready familiar, with past experience in the 
construction of such treaties as an aid in determining the 
most satisfactor}^ forms. Indeed, the question may be par- 
ticularly raisefd as to why there should not be developed 
treaty relations cpvermg all industrial problems, antJLip^fact 
all economic problems, arising aniong'»'the nations In the 
past enlphasis has been placed upon trade, and commercial 
treaties have dealt exclusively or largely with matters of 
imports and exports and their tariff treatment, together, 
to some extent, with the related matters of shipping But 
as the modern emphasis, in practice, tends noticeably to 
shift back to the industrial basis itself, and also to include 
other matters such as finance, it would seem most logical 
to develop commercial treaties to the point of including 
not only trade and shipping, But more commonly and com- 
prehensively also industry, as well as finance. With the 
present trend in actual conditions, it is not unlikely that this 
may come about. The nations could build up, one with an- 
other, sets of treaties providing mutual and definite types 
of treatment of nationals in matters, nl5t sifnply of import 
duties and shipping dues, but also status and technical rights 
of foreign enterprise, as in the matters of establishment of 
branches and taxation, of exploitation of resources, of sup- 
plies of raw materials, as well as of banking and other 
^ ffnanciai operations/ If bilateral, these could include most- 
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favored-nation clauses of a type to produce i^nifbrm geiTer- 
alization of treatment. There are already^ some approaches 
to this sort of thing, but the tendency in dealing with mat- 
ters other than trade has been rather to conclude specialized 
arrangements for such matters, as in the case of patents and 
trade-marks Some specialization may be necessary, but 
much is to be said for covering, as far as possible, all of 
these related problems in comprehensive instruments. In a 
word, there would be much advantage in more completely de- 
veloping the present system of commercial treaties into one 
of complete economic treaties. 

This in turn suggests the matter of joint international 
arraa-ggnents Instead of, or in addition to, the bilateral 
agreements, multilateral conventions may be adopted, as has 
already been done in the case of patents and trad^-marks 
Finally, joint conferences offer opportunity for exchange of 
opinion and more accurate knowledge of the full implications 
of such technical problems, and may lead either to multi- 
lateral conventions or to individual action by leading nations 
along more or less uniform lines A number of such con- 
ferences on minor, and some major, technical questions have 
been held in recent decades T][iey may be informal, as in 
the case of investigations by technical committees, and un- 
official, as in the case of those of the International Chamber 
of Commerce. The work of the League of Nations along 
these lines, as in studies of the problem of double taxation? 
has been one of its most effective endeavors, doubtless be- 
cause there is opportunity to separate, in considerable meas- 
ure, controversial international political questions from tech- 
nical economic questions, and to leave the various nations, 
not in the posture of being in some way committed in ad- 
vance to a course which may be viewed Jn some quarters as 
a partial surrender of sovereign fights?, but rather in th 5 
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"'position cff being free to join, at their own discretion, in some 
igte/national arrangement for the removal of economic dif- 
ficulties to the possible mutual advant^^ge of all concerned. 
If a central world political affiliation is in many ways not 
practicable under present conditions, on the other hand there 
IS nothing to prevent joint study and discussion of the prob- 
lems of economic relations leading suasively rather than per- 
emptorily to individual actions or multilateral arrangements 
which will clarify and make more uniformly equitable such 
relations/ No such procedure can be expected to result in 
some sweeping scheme for the sudden birth of an interna- 
tional ecCnon¥C millennium, nor can solution of the problems 
be universally standardized; much of the progress-^ mij^st be 
step by step, and must rest upon a recognition of the eco- 
nomic differentiation which is fundamental in the existing 
order. But the gradual growth of mutually advantageous 
economic cooperation may be promoted by politico-economic 
endeavors 

Ne?N-GOVERNMENTAL PROCESSES AND THE 
FUTURE OF WORLD ECONOMY 

In the last analysis, howe^ver, political devices cannot per- 
manently remake an existing ^der. From the present view- 
point, governmental and inter-governmental policies are less 
important than natural economic forces and phenomena 
There is, perhaps, no essential reason why there should not 
be international economic rivalry and competition, just as 
there is economic rivalry and competition between individ- 
uals and companies and local communities within a nation 

^ Under the auspices of the International Chamber of Commerce and 
of the Leag'ue of Nations a number of specific economic problems have 
beep dealt with by ^xperts with considerable success m practical results, and 
;under the auspices of tl®e League a general World Economic Conference 
"w^s held at Geneva m fpay, 3^ noted in preceding chapters 
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The economic order is m the first instance a competitive one; 
in whatever scope, local or world- wide, it->be viewed. .Nor 
is it unnatural that there should lj>e economic nationalism, 
wherever it rests upon economic solidarity; the national 
state has a real raison d’etre where it coincides wnth a 
natural economic structure, and where it does not it tends 
to change form, by breaking down or by reintegrating along 
other lines Such economic nationalism is somewhat anal- 
agous to economic individualism, which is firmly established 
in most countries in the present era and which, under prop- 
erly minimized regulation, does not prevent and largely con- 
duces to a balanced and cooperative and compensatory eco- 
nonciip §pheme of things On the other hand, the most inter- 
esting phenomenon ?€ not the existence of various public 
measures, which are a means to an end and a prodm^t of ex- 
isting conditions, but the steady development of private pro- 
cesses When these are considered, not only the increasing 
volume and complexity and scope of international trade, 
shipping, and finance, which is fairly familiar, but also, and 
more particularly, the less generally realized growth of an 
industrial structure the ramifications of which are world- 
wide, reveals a world economy^ But this world economy 
is m turn composed of local &onomies, with diversified and 
differentiated, yet also with competitive conditions, and its 
scope and solidarity of functioning obviously are not as yet 
complete, as is also true of the component economies them- 
selves, — as an organism, characterized as a unit by reason 
of cellular difiereriLiation and interdependence, may lack 
perfect morphological coordination When its evolution ap- 
proaches nearer to completion certain problems in the rela- 
tion of its parts may be more easily solved and may conduce 
to other types of accord For economn; activity is not man’s 
and society’s only or highest endeavor, but it is the first 
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^ard most^ substantial one, and the natural evolution of a 
v/)rld economic prder gradually creates a more solid basis 
for, and along with geographic and ethiiical and moral fac- 
tors contributes toward the emergence of, a world polity, 
with possibilities of continual increases in efficiency and 
prosperity, as well as m world amity, and of the interna- 
tional harmonizing of the intangibles as of the tangibles of 
civilization. 



APPENDIX 


The following are additional notes and references pertaining to the 
subjects discussed m the foregoing chapters 


CHAPTER II 

THE SOCIAL FACTOR INTERNATIONAL ECONOMIC 
*" ’ ASPECTS OF THE PROBLEMS OF RACE 

aXd population 

Racial Economic EfiSciency 

For comparative data on production, etc in the various countries 
vtde 

1 U S Department of Commerce, Commerce Yearbook, beginning 

with 1926 edition (issued in 1927) this is in* two \olumes, Voi II 
being an expansion of the part on ‘‘Foreign Countne:?” Tms 
volume contains sections giving economm data of numerous Linds 
on the various countries, and in Part IV (1926 edition, pp 597- 
639), on “Comparative World Statistics,'’ contains brief com- 
parative statistics (by countn^) of area population, production 
of a limited number of leading raw products and international 
trade in such products, and also on transportation, communication, 
money and foreign exchange, and prices 

2 League of Nations, Economic and Financial Section, hif-erfiaitonal 

Statistical Yearbook, (e g issue for 1926, Gene\a IQ27) Coi^- 
tains comparative statistics, for the various countries of the world, 
of area, population ^and occupations of population productior^ of 
major commodities, imports and exports, shipping, public finance 
and currency, and prices 

Economic Aspects of Miration 

Migration has been the subject of study and discussion by (or under 
the auspices of) the League of Nations An Intern«.tional Conferisnce 
on Emigration and Immigration w^as held at Rome in 1924,' and there^ 
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